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Fo: twenty years the door of the Financial 
Advertisers Association has been open to those who be- 
lieved in financial advertising and sought to better it. The 
problem of better customer and public relations was 
taking form in the Association in 1917. Work in the earlier 
days was entirely mutual and mutuality of interests is still 
the keynote, though the Central Office functions efficiently 
in coordinating ideas and plans and disseminating them 
to members. This is an open invitation to banks, trust 
companies, investment houses and other financial institu- 
tions to join the Association. Dues are moderate; very low 
indeed for the value afforded. Full information regarding 
membership and advance news of the 20th Annual Con- 
vention may be had by addressing Preston E. Reed, 
executive secretary, 231 South La Salle Street, Chicago. 


m=): 20th Annual Convention, Atlantic City, Sept. 9-11 
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-LETTERS- 


A Banker Talks Insurance 


Sirs: We thought you would be interested in a radio talk 
recently made by one of our Vice-presidents, Mr. John S. Smith, 
on the subject of “How A Banker Regards Life Insurance.”’ Mr. 
Smith has received so much favorable response to this talk that 
we have had it put in type in pamphlet form. Copies are available 
on request. 

E. B. Coit, Vice-president, 
Farmers Deposit National Bank, 
Pittsburgh, Pa. 
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Articles on Small Loans 


Strs: For some time past I have been greatly interested in that 
phase of banking, the small loan department. Therefore, I have 
been reading and trying to gather all the information possible 
regarding it. 

It has occurred to me that you might be in a position to hel 
me in my research work. With this in mind I am writing to ask 
if you have any information about small loan departments, in 
any banks, that you would send me. 

JOSEPH JACOBSON, 
Industrial Trust Company, Exchange Branch, 
Providence, R. I. 


Sirs: This will acknowledge with thanks receipt of your 
letter of May 20th, advising that we will receive under separate 
cover several articles on the operation of small loan departments 
in commercial banks. 

Your publication in my opinion is serving a very definite need 
in the banking field today. 

Joun C. Bares, Vice-president, 
Marine Midland Group, Inc., 
Buffalo, N. Y. 


Articles furnished: Your Facts and Morris Plan’s, January, 1931; Looking 
into Household Loans, April, 1932; Small Loans in a Country Bank, January, 1933; 
Personal Loans to Liquidate Store Accounts, December, 1933; A Million Dollar 
Small Loans Department, January, 1934; Systematizing Modernization Loans, 
October, 1934. 

. © 


Tying in With Local Activities 


Strs: The celebration of The Tercentenary of Connecticut 
is now under way. As a contribution to this celebration, The 
Bridgeport-City Trust Company is issuing this spring and summer 
a number of historical brochures dealing particularly with Fairfield 
County in Colonial days. 

Here one of the first important courts was set up, under which 
the English law of primogeniture was flouted when the colonists 
decided to let all members of a family share in a decedent’s intestate 
estate. Here a long stretch of the Boston Post Road was carved 
out of the wilderness. And here our Colonial forefathers mani- 
fested from the first that strong regard for property rights which 
er helped make Connecticut known as “the land of steady 
1abits.” 

GeorGE M. Barker, Assistant to the President, 
The Bridgeport-City Trust Company, 
Bridgeport, Connecticut 


* 7 
Three Copies—No Charge 


Sirs: We find it almost impossible to get along with one copy 
of The Burroughs Clearing House and wonder if we could arrange 
to have three copies mailed to us in the future. We shall be glad 
to remit on receipt of your bill for any extra charge. 

L. Mauritson, Assistant Cashier, 
First National Bank, 
Moorhead, Minnesota 
 °¢ 


Like Some Mysterious World 


Sirs: I have enjoyed very much having your magazine, 
The Burroughs Clearing House. This has been on my desk during 
the past year for the use of students and it has been passed around 
the department. 

I think it extremely valuable to teachers of commercial 
subjects and other high school subjects of a social nature. It 
gives new ideas and common practices in the financial world, 
upon which so many people look with indifference, as if it were 
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some mysterious world upon which they had no influence, and of 
which rin were not members. Banking and the investment of 
savings should be, in my mind, of vital importance to every 
individual. 


J. W. CumminGs, Head, Commercial Dept., 
Orange Union High School, 


Orange, California 
¢ °¢ 


3,564,000 Man-Hours 


Strs: Through housing loans made by our bank, 3,564,000 
man-hours of employment have been created. This is particularly 
gratifying to us, as one of Bank of America’s principal considera- 
tions in engaging in statewide activities in co-operation with the 
Federal Housing Administration was to stimulate employment 
as the principal necessity for business recovery. 

The bank’s loans to date have resulted in the following pro- 
portions of man-hours of employment among the building trades: 
Tile setters, 75,000; Iron workers, 16,290; Electricians, 79,000; 
Carpenters, 608,000; Plasterers, 292,800; Bricklayers, 163,200; 
Plumbers, 254,400; Laborers, 1,155,000; Painters, 816,000 and 
Roofers, 105,000. 


L. M. GIANNINI, 


President, 
Bank of -America, 
San Francisco, California 














When a Manufacturer Nee 


HERE’S a growing understanding, both with bankers 
and with business managers, that field warehousing repre- 
sents a sound, satisfactory basis for credit. 


You, as a banker, have idle funds that must be put to work if 


you are to show a profit. What greater security could you ask 
than active inventory? 


Your customer who needs credit is surely deserving of it, if he 
has inventory that can be segregated and identified—is not 
perishable—and thus adaptable to field warehouse storage. 


Such merchandise has a ready market—and self-liquidating. 
The protection provided the bank is far greater than would be 


afforded by loaning on goods under the control of the manu- 
facturer. 


The Douglas-Guardian Warehouse Corporation is a nation- 
wide organization under the management of thoroughly com- 
petent warehousemen with years of practical experience. 


We hold certificates for authorized operation in 24 states. Full 
and unquestioned third party bailment is provided. 


In addition, the banks holding Douglas-Guardian Warehouse 
receipts are protected by a superior type of bond, covering 
bonded representatives, and by insurance fully covering ware- 
housemen’s legal liability for loss, damage or destruction of 
property of others while held in storage in warehouse buildings 
and/or storage yards and/or storage premises used for tank 
storage leased, operated or maintained by them. 





DOUGLAS - GUARDIAN 
WAREHOUSE CORP. 


Nation-wide Warehousing Service 


NEW ORLEANS, LA. 
118 N. Front St. 


DALLAS, TEXAS 
707 Tower Petroleum Bldg. 


FAYETTEVILLE, ARK. 


CHICAGO, ILL. 


ROCHESTER, N. Y. 
407 Temple Bldg. 


EASTON, MD. MADISON, WIS. 


Ewing Bldg. 155 E. Wilson St. 


100 W. Monroe St. 


Appleby Bldg. 
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Our activities embrace 
such commodities as: 


Seeds, hides, wool, 
pickles in vats, 
lumber, canned goods, 
wine, stoves, coal, 
cotton, cottonseed oil, 
cottonseed meal, 
molasses, syrup, rice, 
sugar, steel products, 
alcohol, whiskey, staves, 
woolen piece goods, 
ready-made clothing, 
malt, zinc slabs, 

and many others 


These inventories are usually stored on the 
customer’s own property—either in bulk 
or in containers. 


Apply to the nearest Douglas- 
Guardian office for information, 
and let us inform you fully on our service 
that doubtless will give you a sound, practical 
a for making many new and profitable 
oans. 
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The success of a business 
upon its man power more 





depends 
than on 


its statement or net worth 


Helping its customers to make 





profits is what builds the bank 


Ewing Galloway 


building Up 
the BoRROWER'S 
BusINEss 


It is far more important for a loaning 
officer to know how a business makes 
money than all the intricacies o rf banking 


Says 
A SENIOR LOANING OFFICER 


LL of the success of a bank must, 
A it seems to me, center on one 

point: Does the bank build its 
customers? A sound relationship be- 
tween bank and customers can be 
placed in an equation: The welfare 
of the bank’s customers equals the 
welfare of the bank. 

This leads straight to a_ basic 
principle. It is far more important for 
a loaning officer to know how a busi- 
ness makes money —or if it is not mak- 
ing money, then how it can be made 
profitable —than to know all the intri- 
cacies of banking technique. Tech- 
nique is important, but the knowledge 
of how to help customers make profits 
is what builds the institution. 

My job is that of loaning officer 
heading up a division in a big-city 
bank. Our institution allows me a 
good deal of latitude in handling new 
business and loans, which has _ per- 
mitted me to prove out some ideas of 
long standing, chiefly this one about 
building up customers. And in all 
immodesty, it has worked out very 
satisfactorily. 

The greatest successes to the credit 
of my division have been in building 


of a large metropolitan bank who prefers 
to remain anonymous 


up the policies, methods, and man 
power of our customers and prospects. 
What consumes most of my time and 
mental energy is studying the mer- 
chandising methods, the advertising 
policies, the plant management and 
labor relations, the quality of products, 
the diversification of products to fit 
existing markets and marketing organi- 
zations, the elimination of peak loads 
in plant, warehouse, and treasurer’s 
department. And of these, the greatest 
is the man power of the customer’s 
organization, be it large or small. 

After some twenty years at a 
banker’s desk, to which I came from a 
pretty successful experience in busi- 
ness, I am prepared to defend against 
all comers my position that the success 
of a business depends on its man 
power, not necessarily on its statement 
or on its net worth. When I win that 
argument with my fellow officers or 
with officers of some bank associated 
with us in a loan, it invariably turns 
out satisfactorily in the final result: 
we get the man power straightened 
around, the borrower makes money, 
and we collect our notes. 

If a customer of ours or of yours has 
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RESEARCH 


A business factor of growing im- 
portance 


H. Armstrong Roberts 


the men, then he will get the necessary 
capital, products, merchandising poli- 
cies, and soon. He will diversify as he 
needs. He will somehow connect with 
the type of advertising to move his 
goods out to consumption. And he 
will manage to meet his obligations at 
the bank. 

The reverse of the medal is that 
when a business goes sour, the more 
accurate statement would be that the 
management has gone sour. Often 
the trouble is that just one key man 
has gone sour—or one key position 
has been occupied by the wrong type 
of man. For example, any banker can 
recall some business which was going 
along beautifully. Then—the key 
man, whether president, sales manager, 
or whatever title, permitted some other 
interest to crowd the business out of 
first place in his life. Perhaps the new 
interest was golf, or social recognition, 
or a brand-new blonde. Whatever the 
interest, it threw that business man off 
his stride. The business started going 
downhill. And until the errant execu- 
tive regained his balance, was replaced, 
or supplemented by a good man, the 
business went lower and lower. What 
causes a business to go bad may not 
be an outside interest, but invariably 
it is a weakness in the man power near 
the top. 

Our bank’s experience bears this out. 
We had plenty of outstanding loans in 
boom times. Some borrowers whose 
main accounts were elsewhere and who 
used us as merely a supplementary 
source of funds have been liquidated 
since then. But only one borrower (a 
firm making a product which is rapidly 
becoming obsolete) for whom we were 
the main bank has been liquidated. 
Our standard treatment has saved 
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DISTRIBUTION 


A consideration of markets and 
outlets 


Ewing Galloway 


every other company. Our hard-and- 
fast rule is that when a business be- 
comes so involved that we must put a 
man in, we never put in a man merely 
to watch. We hunt out, rather, the 
weaknesses of man power which have 
caused the trouble. Then we find a 
man or men who will strengthen the 
business at these points. These men 
are genuine helpful additions to the 
staff. In no situation where we put in 
a man has he been fired after the 
management regained control! 


FOR example, one business owing six 

banks needed working cash. The 
banks put it up in proportion to what 
they already were owed. Examination 
showed that the weakness was in 
marketing. So we put in a top-notch 
sales manager. The combination of 
cash and sales did the trick. The 
business is almost out of the woods. 
The man we put in there, somewhat 
over the protests of the old manage- 
ment? Why, they voted him a sub- 
stantial bonus at the end of 1934. By 
present prospects, when they get com- 
pletely out of the banks, and resume 
running their own affairs independ- 
ently, the old president will retire and 
will choose as his successor the sales 
manager whom we put in. 

Do not let these references to work- 
out businesses deceive you. The same 
loaning principles apply in going con- 
cerns. As I see it, loaning resolves 
itself principally into appraising the 
grade of men at the head of the busi- 
ness. Lots of people who make a lot 
of money are nonetheless very danger- 
ous to deal with. Primarily these folks 
have as their weakness that they are 
so interested in making money that 
they do not have time to build their 


organizations. There was one such 
concern on our books, controlled by a 
sound man but managed by an un- 
sound. We told the principal owner, 
back in 1928, “‘We’re not trying to 
boss you, but we think So-and-so is 
going to get that business into 
trouble eventually. So, if he remains 
as president, we are not confident of 
its future. We think that, while times 
are good, you had better establish 
yourselves with another bank. For 
when times are not so prosperous, and 
that business needs to borrow, we are 
not going to lend it to So-and-so.” 
Which is exactly what they did. The 
bank which took the account later 
took a loss in five large figures. 


HERE is another account with us, 

which I cannot describe too ex- 
plicitly lest it be recognized. It deals 
in service, not merchandise. The man 
at its head is brilliant. He started out 
with what appeared to be adequate 
capital. And for six years he got 
exactly nowhere; he had shown neither 
an absolute success nor failure. Over 
some pretty lusty protests from associ- 
ates, I loaned him money and likewise 
loaned his company money. I was 
merely betting on his ability to find a 
profitable outlet for his brains and 
ingenuity. I was, if you please, betting 
the bank’s money on his character, in 
the conviction that only death could 
prevent his making a real success — 
and we had him adequately covered 
with business life insurance. About 
four years ago he found his outlet. It 
merely involved changing by a few 
degrees the angle of approach to the 
service. Previously he had a service 


which was hard to sell; now he has 
one which is easy to sell, backed as it 
‘He is making big 


is by solid worth. 





ADVERTISING 


The question of product accept- 
ance ; 


General Electric 
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money, has become a fine customer. 
Incidentally, he sends my division an 
average of one good business account 
per month—if you need to be con- 
vinced that the way to build a bank is 
by building its customers. 

Another instance is a_ business 
headed by an elderly man who showed 
a lack of ability to work in adversity — 
you know the type of man or woman 
who is a good front-runner but is not 
so competent at coming from behind. 
This man had built the business years 
ago, had never had a real organization. 
He was intolerant of others, and he was 
unprogressive. Eventually he came 
to us to point out what he had to 
recognize, that his business was headed 
for extinction —not immediately, but 
within perhaps two years at its current 
rate of deterioration. 

We told him that he unquestionably 
needed to supplement his own abilities 
with other types of ability. It hurt 
him; he felt at first that the bank had 
lost confidence in him. We managed 
to show him that this was not true, 
but that hard times had brought un- 
mistakably into view certain limita- 
tions of ability which had not been 
noticeable in easier days. We hunted 
for quite a while, and eventually found 
a younger man who seemed to have 
the other things. Here we stepped 
aside, after calling this young man to 
the old man’s attention. “It’s your 
decision, not ours,”’ we told the owner. 
“Before you hire him, convince your- 
self that he is able, that he is honor- 
able, and by no means least, that you 
can get along with him. We’re not 


trying to push him onto you. You 
don’t owe us money, we have no hold 
over you, we are merely suggesting 
this man as the best one we can find 
to help you get your business back on a 





SELLING 


A consideration of methods and 
costs . 


General Electric 





MANUFACTURING 


The question of products and 
their cost 


Portland Rubber Mills 


money-making program. If you don’t 
like him, probably you can find a 
better man for the job.” 


I’ took a week or ten days for the 

younger man to be hired. It took 
about two weeks after the hiring for 
any real results to appear. Six months 
have meanwhile elapsed. Changes for 
the better have occurred all along the 
line. This weak spot has been strength- 
ened, this sore spot has been cut out. 
The business is out of the red—but 
more important, it is on so much 
sounder a basis of policies and methods 
that its future seems absolutely assured. 

Here is how we go about building a 
customer. Let’s select a happening of 
the past few weeks. There came to us 
a customer who had never maintained 
a business account with us because he 
had no business. He is a scientist who 
applies his abilities to devising and 
developing betterments in business, 
which he has always then sold on a 
royalty basis. Many of the concerns 
which bought his ideas were them- 
selves none too solid, so that he was 
gradually losing out. He came to us 
to learn what we might suggest. And, 
unfortunately, he came only when he 
was just about broke. He certainly 
was not a legitimate bank loan. Which 
did not stop us, since it looked an ideal 
opportunity to build a customer and 
to help build some of our old customers. 

Our scientist, lacking cash, lacking 
business acumen, still has his resource- 
ful brain and likewise has some inven- 
tions well on the way to completion. 
We found a young man, able, honor- 
able, with a record of some pretty 
resourceful work trying —unsuccess- 
fully, as it happens —to salvage a sink- 
ing business in his family. This 





_MANAGEMENT ie 


The most important of business 
factors : 


H. Armstrong Roberts 


experience in working on a shoestring 
was needed for what we had in mind. 
He could supply ample business acu- 
men, and at a price which the prospect 
might pay. 

“We put this young man in touch 
with several of our old customers, 
individuals with money who like 
occasionally to take a flyer in a new 
business which looks as if it might go 
places. The young man soid these 
rich men; we had nothing to do with it. 
He worked out, with our advice, a 
setup which looks workable, and he 
induced these men to back him for a 
20 per cent interest. The result is that 
the scientist now has enough money 
to ease the situation until he can com- 
plete the problems he now has in 
hand. The young man will not sell 
these ideas as has been his associate’s 
practice. He will make and market the 
product. If he needs help, he has 
half-a-dozen well-connected backers to 
get him through front doors. The busi- 
ness has so far made no measurable 
progress toward profits, but it is on 
its way. It will prove itself out on 
a comparatively small amount of 
money —which, please observe, we are 
not loaning him. It is not a banking 
deal at its present stage. But I think 
it will almost surely work out, and if 
so, guess what bank it will turn to. 

Here is another setup almost as 
remote from a banking deal. A busi- 
ness failed, not owing us anything, 
and I am not sure that they had been 
borrowing from us recently. But 
several customers of my division held 
bonds of this firm, which bonds they had 
been compelled to accept in payment 
of accounts receivable. There had 
been acomplete failure of management 
and it was apparent that (See page 28) 





New security 
for officers and 
employees 








Canadian National Railways 


UR institution’s first pension 
plan was set up in 1912, when 


this was a comparatively small 
bank with a small working force. 
Until that time, the cases of elderly 
employees and officers had been indi- 
vidually considered and handled on 
what appeared to be their individual 
merits. As I recall it, the decision 
was hastened at that time by the 
rather substantial number of elderly 
people in the bank, and the realization 
of the management that caring for 
these people after retirement, from the 
current funds of the bank, would be 
an undue burden. 

There is no need now to go into the 
details of that original agreement, nor 
of the amended agreement which fol- 
lowed it in 1927. Both of them were 
set up on the basis of a trust fund 
held and administered by a board of 
trustees connected with the bank. 
To both of these plans the employees 
and officers, members of the plan, 
contributed their proportion of the 
annual additions. The plans were 
set up under actuarial supervision, 
and appeared to be entirely sound. 

Within a few years after 1927, 
however, we became aware of a weak- 
ness which seems inherent in any self- 
administered retirement fund of an 
organization with less than a good 
many thousands of members. We 
then had twenty retired members 
drawing annual benefits, or pensions, 
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Retirement 
PENSIONS 


by 


KENNETH M. 


MORRISON 


Comptroller, First National Bank and Trust Company, 
Minneapolis, Minnesota 


from the fund. Of these, eighteen were 
employees who had earned modest 
incomes during their active connection 
with the bank, and who consequently 


were drawing modest pensions. The 
other two pensioners were former 
officers whose comparatively large 


salaries brought them maximum retire- 
ment pay. If, by any chance, these 
two former officers should show a 
longevity out of all proportion to the 
life spans of the former employees, just 
these two would be enough to throw 
all out of adjustment the fund on 
which all of us, officers and employees, 
were depending for our own future 
security. 


"THE upshot was that we got under 

an umbrella. The trustees and the 
bank’s directors entered into an agree- 
ment with a large insurance company 
which is carrying not 600 people — 


approximately our total—but proba- 
bly nearer to 600,000 on their retire- 
ment contracts. Effective January 1, 
1933, all new employees went in 
under the insurance company con- 
tract and all contributions of bank 
and employees went into this contract. 
Gradually, as the opportunity presents 
itself for favorable liquidation of assets 
of the old fund, the trustees buy from 
the insurance company a new set of 
retirement contracts, thus transferring 
both the reserves and the responsibility 
from their hands to those of the 
insurer. At this writing, all employees 
over 49 years of age are carried by 
the insurance company. So are all 


employees who have come on our 
payroll since the first day of 1933. 
Those in the intervening brackets, 
plus a very few who for one good 
reason or another have been retained 
on the trustees’ rolls, are still being 
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At right—Comptroller Morrison 
explains a point in the bank’s 
pension fund plan to John 
Craig, now retired on a pension 


carried on the old plan as respects their 
retirement income rights acquired prior 
to 1933. All their rights since the 
insurance company contract went into 
effect, purchased by their own and the 
bank’s contributions, are in the insur- 
ance company plan. Eventually all 
of the members will be in the hands of 
the insurance company, rather than 
the trustees. Meanwhile, the bank 
guarantees against loss through any 
impairment of the trusteed fund all 
members still being carried in this 
fund. 


[{ seems needless to argue at length 

the advantages inhering in providing 
a mechanism, and funds, to permit 
the retirement of elderly personnel on 
adequate pensions. Every bank which 
has been in existence for any consider- 
able period has been faced with this 
problem. Many old employees are 
more valuable than when they were 
younger; these remain unimpaired in 
their faculties. Others undergo a 
gradual impairment of accuracy, speed, 
and so on. A few suffer even more 
radical deterioration. The employer 
must, for the sake of his own continu- 
ing welfare, be in position to retire 
from active service those members of 
the staff who become an impediment 
to progress. 

Without a pension plan, this be- 
comes almost impossible. The statis- 
tics show an unbelievably small pro- 
portion of all heads of families self- 
supporting in their sixties. Very few 
bank employees—and this includes 
well-paid department heads —accumu- 
late a large enough capital to be self- 





supporting when their active service 
is over. To lay off an old employee 
lacking money is too brutal a proce- 
dure for most of us to stomach. Hence 
the pension fund, to which both the 
bank and the individual contribute 
their shares. With this plan in effect, 
the bank is entirely free at any time 
after an employee’s sixtieth birthday 
to retire him on his pension, which 
under our plan is entirely adequate 
to support him, though perhaps not 
on the scale of his salary. Since we 
aim to give a man a year’s notice of 
impending retirement, he has ample 
time to adjust himself and accomplish 
a smooth transition. 

To us, after twenty-odd years of 
living with some form of retirement 
income plan, it seems unthinkable 
that a bank should go along without 
some provision of this sort. The only 
sound provision must, obviously, be 
one under which the future expense of 
pensions is met in advance by accumu- 
lating reserves. And, after our experi- 
ence with such a plan in the hands of 
a board of trustees, we firmly believe 
that the only sound way to handle it 
is by pooling with other employers in 
an established insurance company. It 
is noteworthy that the actuarial work 
on our own fund was sufficiently 
accurate so that, when we came to 
transfer it into the hands of the 
insurance company, we were within 
$30,000 of the insurance company’s 
requirements, on a fund of around 
$1,500,000 —a discrepancy of only 
2 per cent. We have heard of such 
funds where the discrepancy was far 
greater, indicating that if the plan 








A booklet explaining the plan in 
detail is given to each employee 


remained indefinitely in private trustee- 
ship the time must come when the 
fund would become insolvent unless 
the discrepancy were made up. Other 
advantages of the insurance company 
method are the greater spread of the 
investment risks and the greater 
assurance of continuity and solvency 
inherent in large life insurance organi- 
zations soundly run. 


"THE shift-over from private trustee- 

ship to insurance company hands has 
progressed smoothly, with no technical 
difficulties in the way. Some of our 
retired people are now drawing monthly 
checks both from the insurance com- 
pany and from the trustees, depending 
upon just how their own retirement 
coincided with the take-over of their 
age group. This affords no difficulty, 
and in the course of time this will be 
worked out as all retirement incomes 
fall into the insurance company group. 

Just because a bank is small, or 
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young, is no reason why it should do 
without a retirement plan. I can see 
how the directors of a _ cross-roads 
bank, knowing the personal character- 
istics of their two or three active 
workers, may feel that these men will 
provide for themselves. At the same 
time, I should think that even in such 
an institution, with so few employees 
that it could not come under one of 
the so-called Group Annuity plans of 
the insurance companies, it would be 
sound management to arrange the 
annual purchase of a deferred annuity 
for each member of the staff, taking 
part of the cost from the bank’s funds 
and part from the employee’s salary 
check. 

As for a very young bank, let 
it go on the record right here that the 
sooner a new institution gets its pen- 
sion plan under way, the sounder it 
will be all around, and the lower the 
cost. The younger the employee or 
officer at the date he is first covered by 
the retirement plan, the smaller the 
annual cost to the bank and to him- 
self, and the more substantial his 
annual pension wiill be on retirement — 
assuming, of course, that he will not 
in any event qualify for the maximum 
retirement pay. If I were unexpectedly 
to find myself tomorrow an officer of 
a brand-new bank, one of my first 
items of business would be to see what 
could be done to get our new institu- 
tion covered by a group retirement 
plan issued by one of the standard 
insurance companies having experi- 
ence in this field. 


OU R observation of the effect upon 

personnel of a well-conceived 
retirement income plan is that this is 
in all respects desirable. In the first 
place, most bankers—and, for that 
matter, other employers—agree that 
a degree of turnover among personnel 
is desirable, if only to prevent stale- 
ness. (We have all of us seen, during 
the depression times when nobody was 
quitting and nobody was being hired, 
the static condition which elimination 
of turnover brings.) We must agree, 
likewise, that after an employee has 
been with us for a number of years, we 
should like to have him remain to 
permit us to enjoy the benefits of the 
training which we have invested in 
him. At the same time, we do not 
wish to prevent his leaving us if by so 
doing he can materially improve his 
situation. We wish his years of 
service with us to be as free as possible 
of all doubts and worries about the 
future, since thereby he will be more 
valuable to us. Finally, we are not 
unaware that if he regards us as a 
good employer, his efforts will be a 
little more heartily enthusiastic in our 
behalf than if he merely regards us as 
a meal ticket. Let us now look at the 
effects of our institution’s retirement 


THE BURROUGHS CLEARING HOUSE—July, 1935 


plan as it affects each of the considera- 
tions listed just above. 

Right at the outset, our retirement 
plan is practically not considered by 
new employees. Most of them are very 
young, their own retirement seems 
centuries distant, they are making no 
plans as yet for their old age. Conse- 
quently we find no evidence that any 
of our ordinary employees find any 
inducement to come to wo k for the 
bank because of the pension provision. 
Likewise, during their earlier years 
of service their interest in it is slight. 
They incline to regard it as a nuisance 
—mild, but still a nuisance —that 
approximately 4 per cent of their 
salary is withheld on each pay day, 
instead of being made immediately 
available for hats and cigarettes and 
gasoline. This is particularly true 
of those female clerks who have no 
intention of working for us any longer 
than they remain unmarried. How- 
ever, after a year or two their attitude 
changes. They still do not consider 
the fund in relation to their own 
eventual old-age retirement. But they 
do realize that here they are being 
forced to save money, whether or not 
they otherwise would save it, and that 
when and if they leave the bank’s 
payroll they may receive this accumu- 
lated sum which they have contrib- 
uted. Many a trousseau, many a 
suite of living room furniture, has 
been purchased with the cashed-in 
proceeds of a girl’s pension savings. 
The young men, after a few years, 
are on leaving us a little more inclined 
to convert their rights into deferred 
annuities. However, in these early 
stages of an individual’s employment 
with us, he or she inclines to disregard 


the bank’s materially larger contribu- 
tion to the retirement fund, and to 
consider his or her own accumulation 
there as pretty much of a private 
savings account. 

So much for the young employee 
of the general group where an amount 
of turnover is healthy and desirable. 
After an employee has remained with 
us for ten years or so, it begins to 
dawn on him that so long as he remains 
with the bank he has a vested interest 
here which is pretty substantial —far 
greater, in practically every instance, 
than the employee could conceivably 
have accumulated in his savings out- 
side the fund. He begins looking 
ahead toward the time when he will 
reach the age for voluntary or involun- 
tary retirement, and sees that any 
move to other employment must carry 
cash benefits sufficient to compensate 
him for what he gives up here. 


N interesting example of this arose 

just a few months ago. It happens 
that our contract provides that after 
twenty-five years’ service, no matter 
what age he may have attained, an 
employee or officer may leave the 
bank’s service and elect to begin 
taking retirement pay effective right 
away. These commuted benefits figure 
out at about 40 per cent of the annual 
income which would come to the man 
if he waited until age sixty to retire. 
One man, a senior clerk next in line 
for a junior officership which would 
probably not open for some years, 
received an offer from another bank. 
He had been on our payroll for twenty- 
four and one-half years, so that he 
lacked exactly six months of enough to 
elect voluntary retirement. (See page 22) 





9. RETIREMENT PENSION. 

For service prior to January 1, 1933, the yearly retirement 
pension to a member shall be equal to 24 per centum of his 
aggregate salary for the period covered in ‘his term of service, 
provided that no pension shall be based upon a term of service 
in excess of forty years, and in no event shall the yearly 
pension exceed 70 per centum of the highest salary paid to 
him during any year of his term of service, nor exceed the 
limits established in the following table :* 

15 Years the max. pension shall be $2700. per annum 
17% Years the max. pension shall be 3150. per annum 

Years the max. pension shall be 3600. per annum 
22! 4 Years the max. pension shall be 4050. per annum 
}25 Years the max, pension shall be 4500. per annum 
4 Years the max. pension shall be 4950. per annum 
30 Years the max. pension shall be 5400. per annum 
Years the max. pension shall be 5850. per annum 

35 Years the max. pension shall be 6000. per annum 
For a term of service exceeding 
38 Years the max. pension shall be 6000. per annum 

Aggregate salary for the term of service prior to January 

i. 1933 for the purpose of these rules shall be determined as 

follows: It shall be the sum of all amounts paid to the em- 
ployee as salary for service in the bank subsequent to January 
1, 1893—(except that no salary shall be computed as exceed- 
ing $9,000 for any one year) since he reached age 21, if he 
entered the bank prior to January 11, 1927, or age 18 if he 
entered the bank on or after January 11, 1927, or since he 
entered the fund, whichever is later, provided that in com- 
puting the amount of salary paid for years of service prior to 
1912, the salary paid for 1912, up td but not exceeding $9,000, 


| 
For a 
term of 








shall be treat oe as though it were the actual salary paid for 
each year prior to 1912 
For service sites sequent to January 1, 1933, there shall be 
added to the yearly retirement pension as above determined, 
if any, a sum equal to approximately two per centum of his 
uggregate salary, qneapt that no salary shall be computed as 
exceeding $9,000 for any one year, for active service in the 
bank since January 1, 1933 to date of retirement, or to age 00, 
whichever is earlier, as shown in the schedule of benefits and 
x tel —If the term of service is not exactly expressed in the table, 
mum pension shall be determined in the following manner: 
Mi 3] tip! ly the vumber of whole months contained in the term of service 
by 15; the result will be the gael of dollars of maximum annual 
pension, ¢ g Perm of servic ears, 6 months, 13 days; number of 


whole months 282; 282 x 1S pons & "$4230. the maximum annual pension. 
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contributions given below, and except that no retirement 
pension shall exceed the sum of $5,000 per annum, unless the 
earned retirement pension of an employee at January 1, 1933 
already equals or exceeds that amount, but does not exceed 
$6,000 per annum, in which event such larger retirement 
pension shall be granted, but no additional benefits will be 
allowed to such employee for any further service, if any, prior 
to retirement: 

Amount of Monthly 

Retirement Pension 


for Each Year of Your 

Aanual Rate Service in Salary Monthly 

of Salary Class Class ‘ontribution 

$1050 and less A $1.50 $3.00 
1051 —$1350 B 2.00 4.00 
1351— 1650 ‘ 2.50 5.00 
1651— 1950 Db 3.00 6.00 
1951— 2250 2 3.50 7.00 
2251 - 2550 F 4.00 8.00 
2551— 2850 G 4.50 9.00 
2851— 3150 H 5.00 10.00 
3151 3450 1 5.50 11.00 
3451— 3750 J 6.00 12.00 
3751 — 4050 K 6.50 13.00 
4051— 4350 L 7.00 14.00 
4351 — 4650 M 7.50 15.00 
4651 — 4950 N 8.00 16.00 
4951— 5250 O 8.50 17.00 
5251— 5550 P 9.00 18.00 
5551 5850 QO 9.50 19.00 
5851—- 6150 R 10.00 20.00 
6151— 6450 Ss 10.50 21.00 
6451 6750 a 2 11.00 22.00 
6751— 7050 U 1150 23.00 
7031 7350 Vv 12,00 24.00 
7351— 7650 W 12.50 25.00 
7651 — 7950 xX 13.00 26.00 
7931 8250 Y 13.50 27.00 
8251 — 8550 Z 14.00 28.00 
8551— 8850 AA 14.50 29.00 
8851 — 9000 BB 15.00 30.00 


Active service in the bank shall be deemed to include 
absence on account of sickness not exceeding six months and 
leaves of absence authorized by the bank, provided contri- 
butions are continued to the fund as provided in these rules. 


ei 








Two pages from the First National’s book on retirement pensions 
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The banking bill... New FHA and Home Loan Bank legislation...The 
RFC ends its program of bank investments... Results of the Supreme 
Court decisions ... Farm credit... New Federal Reserve Board Building 


The Banking Bill 


Some compromise of the most controversial sections of 
the administration’s omnibus banking bill seemed possible 
as hearings were closed by the Senate sub-committee and 
the bill, already passed by the House, entered final commit- 
tee consideration in the Senate. A great variety of opinions 
on Title II were presented to the Senate committee, but 
as the prevailing view was that the Reserve Board should 
have wide powers over the banking system the issue 
narrowed down to whether the board itself, having been 
given greater authority, should be subject to influence by 
the Treasury Department or should be an independent 
agency entirely free from political control. 

As the close of the session of Congress loomed in pros- 
pect, pressure for and against the bill increased, but it 
appeared that most of the administration proposals would 
be adopted even though some compromises might be made 
in the interest of getting the bill through at this session. 
The attitude of some of the country’s leading bankers, 
including spokesmen for the American Bankers Associ- 
ation, changed from one of criticism to open opposition. 
In this they were supported by other business interests, 
including the Chamber of Commerce of the United States. 
On the other hand, Secretary Henry Morgenthau of the 
Treasury Department, suggested going even farther than 
Governor Eccles proposed when he advocated government 
ownership of all stock of Federal Reserve banks. 

With informed opinion outside the Senate so divided 
on the bank bill, it was natural that similar lack of agree- 
ment should prevail within that body, and even the sub- 
committee which held the hearings, headed by Senator 
Carter Glass of Virginia, found itself badly split on many 
provisions. Senator Glass held to his hope of dividing the 
bill into sections, reserving Title II for further study next 





session and enacting at this time only Title I, dealing with 
the Federal Deposit Insurance Corporation, and Title III, 
embodying many technical amendments to various bank 
laws. Administration leaders in the Senate, however, 
opposed this, and while the Senate committee was giving 
the entire bill very careful study it was impossible to 
predict in what form the bill would reach the Senate floor. 


New Modernization Legislation 





The volume of modernization credit insured by the 
Federal Housing Administration, already at a high figure, 
was greatly increased by an amendment to the law signed 
by President Roosevelt on May 28 which permitted loans 
of this nature to be made up to $50,000 each on institutions 
and commercial buildings. New regulations covering this 
additional type of business were sent by the FHA to all 
approved banks and other lending institutions immediately. 
The regulations follow the same form as those heretofore 
applying on residence modernization credits. The new 
act does not change the maximum for residence loans, 
which remains at $2,000, but permits loans of the same 
nature up to $50,000 for additions, alterations, repairs and 
improvements for real property improved by or to be 
converted into apartments or multiple family houses, 
hotels, office, business or other commercial buildings, 
hospitals, orphanages, colleges, schools, or manufacturing 
or industrial plants. Purchase and installation of machinery 
and equipment is also eligible for this type of loan. Deter- 
mination of the credit risk and. interest charges is left 
largely to the discretion of the lending institution, but the 
combined charges may not exceed the equivalent of $5 
discount per $100 original face amount of a one-year note 
to be paid in equal monthly installments. These loans 


may normally run for five years but in the discretion of the 
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Senator Carter Glass and Senator John G. Townsend, Jr., 


during a lull at the Senate hearing on the banking bill 


lending institution they may be extended for longer periods. 
Such loans will be insured by the FHA up to 20 per cent of 
the total of all modernization credit loans made by a bank. 

The same law also made the organization of national 
mortgage associations more feasible by reducing the mini- 
mum capitalization from $5,000,000 to $2,000,000 under 
certain conditions, and also by lightening other require- 
‘ments for the financial structure of these associations. 
National mortgage associations are expected to be formed 
by private capital, possibly aided by the Reconstruction 
Finance Corporation, to engage in the business of buying, 
selling or holding residence mortgages insured under Title II 
of the housing act, thereby providing banks with a market 
for mortgage paper and opening new channels for private 
funds to flow into the home mortgage field. 

By an amendment to its regulations on modernization 
credit, the FHA has permitted building and loan associ- 
ations to participate in its insurance plan where they make 
modernization loans up to $2,000 on residences in mortgages 
running for ten or twelve years. The new regulations 
provide that such loans may be insured for the first five 
years of their life in the same manner as though maturity 
were five years. 

As the spring building and modernizing campaign got 
into full force the activity of FHA in insuring moderniza- 
tion loans neared a peak. In the week ending May 25 the 
administration insured 8,472 loans totaling $3,392,000, and 
in the last week in May, which was cut short by Memorial 
Day, it insured 8,490 loans totaling $3,241,000. The total 
of loans insured in the ten months of the program up to 
June 1 was $75,833,000. 

FHA officials feel extremely optimistic over the way 
in which their program has opened up new sources of 
modernization credit and developed building and repairing 
business. Up to May 15 FHA had insured 162,700 indi- 
vidual modernization loans but had been called on for the 
insurance on only twenty-four of these loans. These 
twenty-four loans totaled $9,087, out of $68,000,000 insured. 
This is a loss of less than one-fiftieth of 1 per cent, and 
much of this may ultimately be collected. 


RFC Bank Investments 





The Reconstruction Finance Corporation will end its 
program of supplementing bank capitalization by the 
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middle of July. Up to June 1 the RFC had purchased 
preferred stock and capital notes of 6,401 banks at a total 
outlay of $1,000,112,000, of which about $95,000,000 has 
been repaid. In addition, authorizations for 218 banks 
were in the course of completion, and 32 other banks had 
applied but had not yet met RFC conditions. The amount 
involved in these two groups was less than $50,000,000. 
Still other banks were said to be in need of increased capital 
but had not applied to the RFC, and these were notified 
to file their applications at once. In making this announce- 
ment Chairman Jesse H. Jones declared that banks through- 
out the country are now in strong position, both in capital 
funds and in available resources for lending. He added 
that interest and dividends are now being paid regularly 
on 85 per cent of RFC investments in all bank capital. 


Home Loan Legislation 





The Federal Home Loan Bank Board will end its 
emergency activities shortly as the result of new legislation 
signed by President Roosevelt May 28. This gave the 
Home Owners Loan Corporation authority to issue $1,750,- 
000,000 of additional bonds for refinancing distressed 
home mortgages for which applications were on file or 
were filed within thirty days after signing of the new act. 
Applications were being disposed of at the rate of about 
1,200 weekly, and it was expected that possibly not all the 
additional funds would be needed. Applications were 
considered only on owner-occupied urban residences in 
involuntary default on June 13, 1933, or defaulted at a 
later date due to unemployment, and still distressed and in 
danger of foreclosure. 

Of greater importance is a provision in the new law 
allocating $300,000,000 of the $1,750,000,000 for the pur- 
chase of stock in private mortgage financing institutions 
which are members of the Federal Savings and Loan 
Association, the Federal Home Loan Bank System, or the 
Federal Savings and Loan Insurance Corporation. Previ- 
ously the board had used about half of a $50,000,000 
authorization for purchasing stock in Federal associations 
only, but with the new authorization it expects to strengthen 
the financial structure of building and loan and savings 
institutions lending on home mortgages in the same way 
that the RFC rehabilitated bank capital. Another pro- 
vision in the new act reduces the annual premium cost of 
insurance in the FSLIC from one-quarter of 1 per cent to 
one-eighth of 1 per cent of the institution’s aggregate 
shareholder and creditor liability, and a similar reduction 
is made in the maximum annual assessment. It also in- 
creases from ten years to twenty years the period within 
which a 5 per cent reserve must be established by each insured 
institution and permits payment of dividends even when 
losses have been charged against reserves. These provisions 
are designed to make federal insurance less burdensome 
to savings associations and to attract investment to the 
home mortgage field by assuring safety of the principal of 
each deposit up to $5,000. 

Other provisions of the new law change the directorates 
of each of the twelve Federal Home Loan banks from eleven 
directors of whom two were appointed in the public interest 
by the Federal Home Loan Bank Board and nine were 
elected by members of the bank, to twelve directors, four 
of whom are to be appointed by the board and eight to be 
elected by bank members;.permit Federal Home Loan 
banks to make loans to both member and non-member 
institutions when secured by mortgages insured under 
Title II of the National Housing Act; and increase from 
$650,000 to $850,000 the amount available to the board 
for the encouragement of local thrift and home financing 
agencies through the development of Federal Savings and 
Loan Associations and similar institutions. Still other 


provisions of the new law make minor and technical changes 
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in the operation of the agencies administered by the 
Federal Home Loan Bank Board. 

The HOLC has called all outstanding 4 per cent bonds, 
totaling $325,000,000, of which only the interest was 
guaranteed by the government, for redemption on July 1, 
and at the same time offered in exchange new four-year, 
114 per cent bonds guaranteed as to both principal and 
interest. This resulted in exchange of $245,393,700 of 
the bonds. 


The Frazier-Lemke Decision 





Increased safety for investments and property rights 
and greater care by Congress in enacting bankruptcy legisla- 
tion are expected to result from the decision of the Supreme 
Court holding invalid the Frazier-Lemke farm mortgage 
moratorium act. This act, which was signed by the 
President a year ago with a statement questioning its 
validity, provided that a farmer might prevent foreclosure 
of the mortgage on his farm for five years by paying the 
mortgage holder a rental based on a greatly reduced 
valuation. The court held that this deprived the mortgagee 
of property without just compensation and was therefore 
a violation of the constitution. 

Little use had been made of the law pending its court 
test, but financial circles had predicted that if the law were 
upheld it would mean serious injury to farm credit and a 
reduction in farm land values. The decision, which sets up 
a guide for Congress in future amendments to the bank- 
ruptcy laws, did however, give impetus to other schemes for 
relieving farm indebtedness, such as the new Frazier- 
Lemke bill for a $3,000,000,000 bond issue to enable the 
Farm Credit Administration to refinance farm mortgages 
with a low rate of interest and a forty-seven-year amortiza- 
tion period. 


NRA Banking Code 


Voluntary continuance of the principal features of the 
NRA bank code is anticipated, in spite of the fact that the 
code has no legal standing since the decision. While the 
decision of the Supreme Court, in the Schechter poultry 
case on May 27 holding the national industrial recovery 
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act unconstitutional, did not touch on the power of the 
government to regulate banking it had the effect of invali- 
dating the banking code along with all other NRA codes. 
Little difficulty in retaining the important features of the 
banking code was expected however, because this code 
already had been skeletonized and decentralized, with 
trade practices, including provisions for metered service 
charges, left in the hands of local and regional groups of 
bankers, and as there was no attempt to enforce these rules 
from Washington the lack of legal status for the code was 
not considered significant. 


Treasury Financing 





Treasury financing for the next year will depend entirely 
on expenditures and new securities will be offered as cash 
is needed. Last winter it was anticipated there would be 
a huge financing operation on June 15 but this failed to 
materialize, due largely to the fact that the Treasury 
neared the close of the fiscal year with a deficit approxi- 
mately $1,000,000,000 less than anticipated. 

As the works program begins to draw on the Treasury 
for cash the money will be raised by the sale of short-term 
bills or further issues of 3 per cent 1946-48 bonds in amounts 
as required. This is virtually an abandonment of the 
custom of recent years of issuing government securities 
only at quarterly periods. 

The issue of $100,000,000 offered to the highest bidder, 
but in no case at less than par and accrued interest, was in 
a manner that the government has not used since before 
the war. This issue was part of a series first marketed in 
June 1934. Further issues of this series will be made from 
time to time. Whether or not new issues will be offered 
at auction will depend on the reaction to the experimental 
offer of $100,000,000 in this fashion. 

In order to meet weekly maturities of $75,000,000 the 
sale of discount Treasury bills ranging from four to nine 
months maturities was resumed at the rate of $100,000,000 
per week at the end of May, a return to the schedule 
announced in February but which was cut to $50,000,000 
per week during April and May because of the large amount 
of cash on hand. This one bond issue, the (See page 22) 
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Supreme Court of the United States. Left to Right: Seated, Louis D. Brandeis, Willis Van Devanter, Charles Evans Hughes, 
James C. McReynolds and George Sutherland. Standing, Owen J. Roberts, Pierce Butler, Harlan F. Stone, Benjamin N. Cardozo 
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That the bank is equipped 
to discourage bandits is 
apparent from the lobby 
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\ ‘ THEN we installed our protec- 
tive equipment to resist holdups 
and burglaries, a good many 
of our banking friends who lack such 
equipment were inclined to kid us. 
Some of them said that it looks as if 
we had just ordered everything on the 
bill of fare. One commented that if 
we did not watch out, some enterpris- 
ing gang would raid us not for the cash 
and securities but rather to steal the 
protective equipment. And so on. 
The fact is, being held up is not so 
funny as some of the jokes that can 
be whittled out of the subject. I 
know, for I have had more than my 
dhare of the holdups and of the jokes. 
On two separate occasions, a few 
months apart, I and my entire family 
were taken prisoners at the point of a 
gun, held all night long—once in my 
home, the other time in the basement 
of the bank — until the time lock on the 
vault could open. Another time the 
vault was unsuccessfully attacked by 
safecrackers at night. Still another 
lime, many years ago before I came 
here, the then highly modern screw- 
door safe was dynamited so thoroughly 
that it was blown right through the 
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lurning Away 


wall and out into the middle of the 
street. 

Yes, we have had our experiences 
with crooks; costly experiences. After 
the second successful attack on the 
bank by kidnaping the Mott family, 
the insurance company canceled —for 
which nobody could blame them very 
much. After all, they had paid out 
more in losses on the institution than 
they could conceivably recover in 
premiums during the next fifty years. 
They said, in effect, ““Get yourselves 
some adequate protection if you want 
any more insurance. You may be 
merely unlucky, but we cannot afford 
to insure your kind of luck.” 


HE result was that we went into 

the subject of protective equipment 
in the thorough fashion which we now 
earnestly believe it deserves at the 
hands of every bank. Most of it 
which was offered by _ responsible 
manufacturers and approved by genu- 
ine authorities appealed to us as 
desirable. It became a question of 
selecting those devices and types of 
equipment which seemed most appro- 
priate to the peculiar conditions and 


Bank 
BANDITS 


After two holdups, the bank decided to 
do something . . . first of all to discourage 
bandits from making a further attack and 
second, to be ready for them if they should 


by 


M. C. MOTT 


Assistant Cashier, State Bank of Mundelein, 
Mundelein, Illinois 


layout of our small bank. Finally we 
bought and had the equipment in- 
stalled. We hold no brief for the 
particular types or makes which we 
adopted. They struck us as_ best 
adapted to our conditions. No doubt 
other bank officers might decide quite 
differently —and, for all we know, 
quite as soundly —to meet their indi- 
vidual situation. 

Before going into the details of our 
protection, let me make a few general 
statements about the effect on the 
banker of having good protection. 
I honestly *believe that the wear and 
tear on the nerves of the average 
unprotected banker is at least as great 
in his perhaps unconscious dread of 
holdup as is the wear and tear of 
operating the institution safely in all 
other respects combined. As for any 
banker who has once had the experi- 
ence of being robbed—I can speak 
with authority here, both because of 
my own multiple experience as a victim 
and because I have discussed it with a 
good many other bankers who have 
been through the experience — the nerve 
tension consequent upon lack of pro- 
tection is excessive. I am not a 
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The enclosure is built of bullet-resisting glass and battleship steel. 


Gun- 


ports and tear gas are additional features. At right: To enter the enclosure 
it is necessary to press the proper button. All buttons open the door, but 
only one without sounding an alarm 


nervous type, but for six months 
after each holdup I never saw a 
stranger enter the bank without tight- 
ening up and sitting on the edge of 
my chair until his actions convinced 
me he was peaceable. After two 
holdups, I can sympathize with the 
unprotected little ducks who move so 
steadily past in a shooting gallery. 
But they at least have this advantage 
over the banker, that they are not 
sitting still! 

The relief and relaxation which come 
from having adequate protection for 
ourselves and our customers are almost 
beyond expression. We recognize that 
it is conceivable that some energetic 
band of bank robbers might still 
succeed in robbing our institution. 
Certainly, however, they would display 
poor judgment in picking on us so 
long as there are thousands of un- 
protected banks. And if ever they 
do come, we can promise them a well- 
warmed reception. 

Most banks seem content with 
either bullet-resistant glass or tear 
gas. We have both. Our idea is that 
while we can undoubtedly give a good 
account of ourselves through the gun- 
ports if it comes to a fight, we might 
possibly have the lobby crowded with 
customers or might face some other 
situation under which gunplay would 
be undesirable. If so, we can turn on 
the gas. On the other hand, if condi- 
lions are such that we can start firing 
without endangering others, we had 
rather keep our eyes free of tear gas 


until we have accounted for a few of 
the invaders. Anyhow, between the 
two we feel pretty well protected. 

Our working space is a_ bullet- 
resistant enclosure, protected both 
from the lobby and from the outside. 
It is protected either with multiple- 
ply bullet-resistant glass or else with 
armor plate. The enclosure does not 
go to the ceiling, but it has a spiked 
top and also is protected by ten wires, 
of which two are so rigged that if 
anybody tries to climb over them they 
automatically take a voltage suf- 
ficiently high to knock off anybody 
who tries to climb over—at the same 
time sounding several silent alarms 
in strategic points outside the bank. 


THE protected area is not locked with 

a key, but with an automatic locking 
device. During the day, this is worked 
from inside the enclosure by pushing 
a bell-button release, like most safe 
deposit gates. When nobody is inside 
the enclosure, however, access is pos- 
sible only through using a switch-box in 
the lobby, which has the box protected 
by a dial combination. Inside is a 
selective set of buttons, any one of 
which will open the door into the en- 
closure, but only one of which will do 
it without sounding alarms at outside 
points. While the combination is set 
so that the door is open, a loud buzzing 
continues which is guaranteed to 
prevent even the most absent-minded 
officer forgetting to take off the re- 
lease. Likewise, whenever the door 





into the enclosure is not latched, an 
irritating buzz keeps us reminded to 
close it. Once we are behind the door 
and inside the enclosure, various 
combinations of switches must be 
thrown to get into the vault without 
setting off alarms elsewhere. 

The enclosure itself is of the most 
modern type. There is bullet-resistant 
glass over the windows of the building, 
except one or two where daylight is 
not required and for these we have 
battleship steel. The enclosure wherein 
we work is composed of this same 
glass and battleship steel, one layer 
hard and one layer soft. There are 
convenient gunports in the enclosure, 
adequate to command the entire 
lobby and entry without exposing 
more than a portion of the banker’s 
hand. And if you doubt that the 
enclosure is bullet-resistant, come over 
and we'll show you the samples which 
we took out and shot at. The bullets 
simply flattened out and dropped to 
the ground. And the wavy lines which 
show damage to the glass are entirely 
on the interior layers; the outside 
glass is as smooth as before, except 
where it has been slightly dented at 
the points where the bullets struck it. 

The openings at the windows are 
of the type which are always closed. 
That is, they are filled with rotary 
cages. When the opening (See page 29) 








14 


Commercaal 
hacoring 


The purchasing of accounts receivable is 
not a new practice but a practice that has 
been spreading to new lines of business 


by 


JOHNFRITZ ACHELIS 
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‘LHe EXPANSION OF 


President, Commercial Factors Corporation, 


New York City 


OR more than a hundred years 

the only banks that came in 

contact with commercial factoring 
were those that dealt with the textile 
industry —chiefly of course in New 
England and in the South. Factoring 
however, is now rapidly spreading to 
other industries and ultimately will 
probably be used in practically every 
manufacturing section of the country. 
Already manufacturers of clothing, 
glassware, china, shoes, electrical appli- 
ances, furniture and paper are factor- 
ing their accounts receivable —and 
there are several other industries 
which will doubtless adopt the practice 
before very long. 

It is therefore increasingly impor- 
tant that all bankers have a clear 
knowledge of what factoring is and 
how it will affect the credit standing of 
their customers who adopt it. 

There is a general misconception 
as to just what a factor does. It is 
commonly believed that a factor acts 
as a manufacturer’s selling agent. 
That was true in the early days and 
still applies to some extent with the 
so-called commission houses, but gener- 
ally today the factor does no selling. 
The factor is concerned as a rule only 
with a manufacturer’s accounts re- 
ceivable, although occasionally he does 
lend against inventories to tide a 
manufacturer over a seasonal peak. 


At the beginning of an arrangement 
between a factor and a manufacturer 
the factor buys all of the client’s good 
accounts receivable. After that he 
buys all of the accounts receivable for 
cash as goods are shipped, with- 
holding only a small percentage as a 
reserve to protect him against possible 
losses from returns or allowances for 
faulty goods, delayed delivery and 
other contingencies. 


HE factor has no recourse on the 

client whose accounts he purchases, 
except for claims arising out of quality 
or delivery complaints. He stands 
all credit losses and bears the full 
burden of making collections from the 
manufacturer’s customers. Therefore, 
naturally, it is necessary for the factor 
to pass on all credits and to decide to 
whom sales can be made and in what 
amounts. 

So much for the financial services a 
factor renders. 

What is the effect of all this on the 
company which adopts factoring? 
Obviously, to all intents and purposes 
it goes onto a cash basis so far as sales 
are concerned. It becomes more 
liquid. If the management puts the 
newly secured cash to proper purposes, 
factoring its accounts receivable always 
improves a company’s financial and 
operating conditions. Thus it becomes 





The factor buys the manufacturer’s 
accounts receivable 


a better credit risk both for banks and 
trade creditors. 

There are six principal reasons for 
this: 

1. If part or all of the cash which is 
received from the factor at the begin- 
ning of the arrangement, and after 
that as goods are shipped, is used to 
reduce current indebtedness, the ratio 
of quick liabilities is of course invari- 
ably improved—often to an extent 
which turns a dubious risk into a 
highly attractive one. A typical case 
is shown on page 15. 

2. Credit losses are eliminated. 
Most banks have on occasion loaned 
money to a manufacturer whose condi- 
tion at the time fully warranted the 
loan and who submitted a carefully 
worked out, conservative budget, only 
to find at the end of the year that the 
borrower was unable to clean up his 
loans, although his operating state- 
ment showed that he had religiously 
lived up to his budget. The trouble — 
bad debt losses in excess of the fore- 
cast. 

Many a manufacturer has_ been 
forced into settlements with creditors 
or even bankruptcy because of one or 
two heavy losses due to the failure of 
customers. Even if the loss is not 


sufficient. to make him actually in- 
solvent at the time, it may cripple 
him so badly that the final smash, 
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A section of the credit department of Commercial Factors Corporation. 
bookkeeping departments 


involving losses to bankers, is merely 
delayed. 

With all credit risk eliminated for 
the concern which factors its accounts 
receivable, failures from such a cause 
clearly cannot occur. 

3. The cash which a factor is 
constantly supplying to a manufacturer 
for his accounts receivable, is from 
the standpoint of the manufacturer’s 
financial condition, equivalent in one 
respect to a permanent capital loan, 
in that it need never be “‘cleaned up.” 
On the other hand, the cash permits 
a concern to clean up, at proper 
intervals, the bank loans which it 
secures for the purpose of financing 
inventories and production in advance 
of a selling season. 


4. The factor usually enables a 
manufacturer to increase his sales 
volume. 

For one thing, he can use the 


factor’s cash to reach out into larger 
territories and to increase his selling 
and promotional expenditures. 


“THE superior facilities of a factor’s 

credit department, also, usually re- 
sult in increased sales—contrary to 
what might be expected by those whose 
experience has been that the ordinary 
credit man is apt to work against the 
sales department. Actually, most 
small or medium-sized manufacturers 
who pass on their own credits have to 
be excessively conservative. They 
cannot afford a single large loss, and 
so tend to turn down the borderline 
cases. Often the more ample and 
detailed credit information available 
to a factor shows him that many of 
those border line credit seekers are in 
fact good risks. Frequently, a factor 
will permit his client to sell a single 
customer a larger amount than the 
manufacturer himself would dare to. 
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Factors need large credit and 








An Example of Factoring 





secure further bank loans. 


receivable for cash. 


BEFORE— 
QUICK ASSETS QUICK LIABILITIES 
oT ee ee eee ner tee $ 40,000 Owed to Banks......... $100,000 
Accounts Receivable. ... 200,000 Accounts Payable...... 300,000 
Jrventery...........5.. 360,000 $400,000 
$600,000 


Net Working Capital $200,000 
Ratio Quick Assets to Quick Liabilities 3:2 


Because of its ratio this concern was not in a favorable position to 
In fact the bank wanted to have the loans 
reduced. So the manufacturer turned to a factor who bought his accounts 


Whether he had used this cash to expand production or to reduce his 
bank loans and accounts payable he would have become a better risk from 
the bank’s point of view. Actually he applied all of the cash to reducing 
his quick liabilities by half. The picture then became: 





proved and he became more liquid. 








AFTER— 
QUICK ASSETS QUICK LIABILITIES 
MINE Sc. 2 co ae ores $ 40,000 Owed to Banks......... $ 50,000 
ae 360,000 Accounts Payable...... 150,000 
$400,000 $200,000 


Net Working Capital, as before, $200,000 
Ratio Quick Assets to Quick Liabilities 2:1 


The manufacturer’s working capital was unimpaired, his ratio im- 














The factor is not taking an undue 
risk, for his credit department knows 
accurately what it is doing. Of 
course, it is not always possible for a 
factor to permit increases in the 
number of accounts sold to and the 
size of individual orders, but it is in a 
surprisingly large number of cases. 
Then, too, the factor’s total risk is 


diversified over thousands of accounts 
and many different industries, which 
provides a certain safety factor. 

5. To have working capital avail- 
able in cash rather than tied up in 
accounts receivable enables a concern 
to increase its profits in various ways. 

Cash discounts on material purchases 
can be taken —which may (See page 24) 
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This 
So-Called 
rogram 
Advertisin 


—And how some banks are meeting the procession 
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by 
PRESTON E. REED 


Executive Secretary, Financial Advertisers Association 


RESUMABLY no time or words 
Pp need be wasted in setting up for 

bankers the obvious futility as 
advertising media of such irregular 
publications as programs of churches 
and other organizations, cookbooks, 
hymn books, and what have you. 
Very rarely have I encountered a 
banker who advertised in such a 
publication under any illusion that 
thereby he would obtain some authen- 
tic advertising value. Rather. such 
a subscription is almost invariably 
made because the banker —timorous 
soul!—feels that unless he comes 
through with the requested $5 or $50 
to purchase what is euphemistically 
termed an advertisement, he will hurt 
someone’s feelings and thereby lose 
some business. Ethically, this is muca 
on the same plane as the recognized 
racket of gangster-controlled protec- 
tive patrols, which for a consideration 
agree to keep their own members from 
breaking the contributor’s store win- 
dows. 

No banker can possibly imagine — 
unless he happens to be a deacon of 
the church or a grand high warden of 
the lodge which is getting out the 
program or cookbook —that the adver- 
tising value to be delivered will be 
anywhere nearly commensurate with 
the cost of the insertion. The rates 
per reader per column inch are always 


far higher than the lowest rates avail- 
able from publications which are 
legitimately offering to sell their reader 
interest to advertisers. And the reader 
interest in the publication is inevitably 
tepid. 

We are then, may we assume, agreed 
that there is nothing desirable for us 
in all the assorted kinds of advertising 
rackets which are really enforced 
contributions masquerading under the 
guise of advertising. Let us, for con- 
venience and brevity, hereafter refer 
to them all under the inclusive title of 
program advertising. The remaining 
question to be disposed of—and this 
is the one which has bothered most 
bankers who have paid the tribute 
levied by the program solicitors —is 
what can be done to prevent this frit- 
tering away of the institution’s funds. 


T! 1E total thus frittered away in any 

bank unprotected against the racket 
is usually pretty substantial in relation 
to the size of the institution. A nation- 
wide survey a few years ago estimated 
the cost of advertising in irregular 
media as somewhere close to $200 per 
year per million dollars of deposits. 
Unquestionably the figure tends to 
be higher in small communities with 
smaller banks, since the sum asked for 
an advertisement in a program seldom 
falls below an irreducible minimum, 





and since the small-town banker is 
inherently more vulnerable by reason 
of his personal acquaintance with 
everybody in town. In one medium- 
sized city the saving when a remedy 
was found was estimated at about 
$1,000 annually per financial institu- 
tion. In Washington, D. C., one bank 
reduced its expense from $2,900 in one 
year to $100 in the next year, and the 
advertising manager estimated the 
average cost to Washington banks in 
previous years at $1,000 apiece. So 
it goes. 

Of course there is a remedy. The 
simplest remedy, which has_ been 
successfully utilized by a few brave 
souls, is merely to refuse to advertise 
in any such medium. This takes 
courage and determination. It in- 
volves a good deal of wear and tear on 
the banker’s organs of speech, and on 
his nerve-ends. Invariably these cour- 
ageous bankers have proved what most 
of us have always suspected, that 
refusal to advertise in worthless or 
nearly worthless media has lost them 
not a dollar of worthwhile business. 
(For that matter, how much deposit 
money could your bank afford to lose 
to save $1,000? Plenty, I’m betting.) 
But not one man in a million has the 
courage to handle it in this fashion, 
and the obstinacy to stick it out 
against all pressure. Consequently, we 
must turn to other workable methods. 

Of these, the common denominator 
is co-operation. It may be practically 


impossible for Mr. Jones of the Jones 
National Bank to turn away program 
advertising solicitors, kindly man that 
he is, and just a little afraid lest he 
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of solicitors 


drive his good accounts thereby to the 
Smith State Bank or the Brown Trust 
Company. But once Messrs. Jones, 
Smith, and Brown have signed their 
names to some agreement looking to 
their common freedom from this 
racket, Mr. Jones can look any solicitor 
in the eye—be it man, child, or the 
wife of his best customer —and tell the 
irregular publication where to head in. 


UCH co-operation may take any one 
of a dozen different forms. An excel- 
lent form, if the machinery is available, 
is through the mutual agreement of all 
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How the Savings Banks of Albany Licked the “ Program” Racket 
By Louis F, Hartmann, Vice-President and Secretary, City Savings Bank of Albany 


IX years ago the savings banks of Albany started — 


cooperative advertising. 

In advance of this-move were several months careful 
study of cooperative advertising in‘ general and par- 
ticularly careful planning for this specific campaign. 

Among other things, as a basis: for fixing our first 
year’s appropriation, we made a survey of advertising 
expenditures of the individual banks interested in this 
cooperative advertising movement. We found that all 
of the savings banks were spending considerable money 
for space in programs, year books, school and college 


- publications and a vast miscellany of similar compli- 


mentary media. “Complimentary” is, for the most 
part, just a nice name for what at that time was to all 
intents and purposes a racket in this city. Every organi- 
zation—athletic clubs, fraternal orders, labor unions, 
political parties, churches, church societies, choral 
groups and what not—at least once and sometimes 
several times a year got out some sort of a publication 
in which they sold advertising space to help pay off 
a mortgage, finance the traveling expenses of a walkiny 
(iclegate to a national convention or to pay for a 
testimonial dinner for all worthy brothers or sisters 
who could ‘horn in on it. 

In some cases we found that space was being pur- 
chased and paid for in publications that never even 
reached 2 printer's hands. The whole thing was very 
largely a racket and the savings banks were usually 
among the first to be called on when any organization 
decided they needed to raise money for any purpose 
whatever. 

In addition, there was a minor racket within this 
larger one, namely, the matter of selling tickets. Banks 
not only bought space im programs and similar pub- 


lications, but were imposed upon as well for tickets to 
the events at which ‘the programs were supposed to be 
used. Sonietimes we could get away with it by turning 
down space in the program but never could we get by 
without buying several tickets. It was amazing the 
moriey this sort of. thing ran into in the course of a 
year—$5 here, $10 there, $25, $50 or $100 some place 
else. Some banks we found were spending well over 
$2,000 a year for this sort of thing and needless to 
say, there was little if any, — value connected 
with it. 


In most cases it was excused on dhe basis of “building 
good will.” But mostly it was timidjty—the fear of 
offending and perhaps losing a $25 savings account. 
Few, if any, of us at that time had the courage to say 
“no” and stick to it. 

The advertising committee from the banks appointed 
to lay out the plan for cooperative advertising spent 


. considerable time on this phase of the matter and with 


the help of the De Rouville Advertising Agency of 
this city, which has handled our cooperative advertising 
account. since its inception, worked out what we con- 
sider a very nearly fool-proof plan for handling all 
requests for tickets or space in complimentary media. 

Perhaps quoting two paragraphs from the agency's 
standard practice on this subject will explain most 
thoroughly how this matter is disposed of. These 
standard practice patagraphs follow: 


Complimentary Advertising 
Al solicitors of program, year book and complimen- 
tary advertising, including all solicitations for the pur- 
chase of tickets, are to be referred to the De Rouville 
Advertising Agency. Such solicitors and — will 





A RESOLUTION on 
Irregular Publications and Publications of Uncontrolled Circulation 


Adopted by the 
ASSOCIATION OF NATIONAL ADVERTISERS, Inc. 
at the Semi-Annual Meeting, Cleveland, Ohio, May 7-9, 1928 





local business men to refer such solicita- 
tions to the Chamber of Commerce, on 
their promise not to buy any advertis- 
ing in irregular media or to make no 
charitable contributions unless the 
solicitor can present a card bearing the 
approval of some committee of the 
Chamber of Commerce. A weakness 
which often appears in this particular 
method is that in so large a body there 
is more likelihood of some member 
weakening under pressure. And once 
such an agreement has been violated 
with impunity, it is dead. 

Wherever a clearing house organiza- 
tion exists, it affords a number of 
methods of getting rid of the program 
solicitor. The clearing house may 
pass a rule flatly forbidding any mem- 
ber advertising in any local medium 
other than a_ specified list, which 
usually includes the newspapers, bill- 
boards and outdoor postings, and any 
other legitimate local media such as 
street car cards, legitimate theater 
programs, and so forth. This method 
has as its potential drawback that 


Whereas, the Association of National Advertisers recognizes and commends the efforts being made by 
publishers of periodicals and newspapers to develop the publishing business on a basis of audited circulation 
and proved advertising value to the end that the expenditures of advertisers may be profitable and contribute 
to the lowering of the costs of distribution; and 


Whereas, members of the Association of National Advertisers continue to be solicited to take advertising 
space in publications issued by trade or other organizations, associations, professional societies, or in special 
editions, catalogs, programs, or other media of uncontrolled circulation, whose primary purpose is to secure 
revenue to support the association, society, or-organization responsible for such publication; and 


Whereas, advertising in special editions, catalogs. programs, or other media issued by trade or other organiza- 
tions not regularly engaged in the publishing busi has proved to be of little advertising value, and constitutes 


an unwarranted drain upon the resources of national advertisers, without adequate returns; therefore, be it 
RESOLIZED. 25 














Regulations Affecting the Advertising of Members and Associate Members 
of the 


BALTIMORE CLEARING HOUSE ASSOCIATION 


1. Member Banks and Associate Members are only permitted to advertise in recognized bank directories, 
the official directory of the City of Baltimore, the official publication of the Baltimore Association of Commerce, 
as well as in the regular issues of newspapers published in the City of Baltimore and elsewhere and in magazines 
of national circulation. 

2. Member Banks and Associate Members (or officers individually at the expense of their respective 
institutions) are not permitted to give any prizes or premiums, or to make any contributions to organizations, 
entertainments, fairs, bazaars, etc., nor are they permitted to make contributions of any kind or for any purpose 
through the purchase of tickets, or through the purchase of advertising space whether the space be left blank 
or carry wording which is not in itself an advertisement of the institutions. These prohibitions do not apply to 
the Community Fund, or other recognized charities of a city-wide nature. 
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Three documents that illustrate how banks and advertising men 
have noted their disapproval of program and souvenir solicitations 
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arbitrary rulings are always subject to 
violation. And then, unless the 
governors of the clearing house are 
willing to make an issue of the viola- 
tion and risk putting themselves in the 
awkward position of requesting a 
member’s resignation for what is after 
all a very minor matter in relation to 
clearing checks and regulating major 
practices, the rule has been vitiated by 
unpunished violation, just as in the 
Chamber of Commerce method above. 

Far more generally successful, be- 
cause it involves greater elasticity 
throughout, is the plan of setting up 
some sort of a co-operative advertising 
committee to which all such solicita- 
tions can be referred. All that is 
required for such a setup is for the 
local bankers group —whether a clear- 
ing house, a county or city group in 
the state bankers association, or what 
not —to have all banks sign an agree- 
ment that they will advertise only in 
media which have been approved by 
the local committee. In many cities 
this committee is a part of the local 
financial advertising association. 
Where no such association exists, it is 
usually formed by electing one mem- 
ber from each bank, and permitting 
the committee to elect its own chair- 
man and its secretary. 


UCH a committee should hold 
~ monthly meetings, if only to give 
nobody the opportunity to claim they 
were refused hearings. At this 
monthly meeting any representative 
of a hitherto unapproved medium 
may appear and plead his case. No 
matter how timid the members of the 
committee may be as individuals when 
receiving solicitations for the advertis- 
ing of their own banks, experience 
shows that they assume lion hearts in 
committee. To the best of my knowl- 
edge no such committee ever falls for a 
slick sales spiel or to any threat of 
losing business if advertising is with- 
held. 

When the solicitor comes in to ask 
for advertising from the individual 
bank, the standard practice is to 
refer him to that officer or staff 
member who is the bank’s representa- 
tive on the co-operative advertising 
committee. That representative ex- 
plains the rule —it is often found handy 
to keep hanging on the wall, or framed 
inside the flat drawer of his desk, a 
printed copy of the agreement or rule. 
He points out that every local bank 
operates under the same rule, and 
recommends that the solicitor go to 
the secretary of the committee and 
obtain the date and place of the next 
meeting so that he may appear and 
explain his proposition. Usually, of 
course, the solicitor does not believe 
it can be so. But after two or three 
more calls, he finds himself faced with 
the necessity of appearing before the 
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committee if he is to have a chance at 
obtaining any of the banks’ advertising 
dollars. 

As it works out, a very small propor- 
tion of such solicitors ever appear 
before the co-operative committee to 
plead. The secretary usually points 
out that while the committee has been 
in existence for four years, it has never 
yet approved a church supper program, 
or a high school year book, or the fire 








How Albany Savings 
Banks Handle Pro- 


gram Solicitations 


All solicitors of program, year 
book and complimentary advertis- 
ing, including all solicitations for 
the purchase of tickets, are to be 
referred to the De Rouville Adver- 
tising Agency. Such solicitors and 
salesmen will be interviewed by the 
agency and notes made in regard 
to the program or other media. At 
the next regular meeting of the 
advertising committee, these so- 
licitations will be reviewed by the 
agency and the advertising com- 
mittee will decide at that time 
whether or not to use spacein them. 

If it is agreed to use space co- 
operatively, then the agency will 
prepare and submit copy for such 
as may be accepted. On all such 
proposals rejected by the commit- 
tee, the agency will make neces- 
sary contacts with solicitors and 
inform them of such rejection. 
UNDER NO CIRCUMSTANCE IS 
SPACE IN COMPLIMENTARY 
MEDIA TO BE CONTRACTED 
FOR INDIVIDUALLY BY THE 
BANKS PARTICIPATING IN THIS 
CAMPAIGN. 


—Standard Practice Guide. 








screen of a movie theater. If the 
solicitor honestly believes in the merit 
of his proposition, he usually comes 
before the committee. Most solicitors 
fail to appear, because the next com- 
mittee meeting may be after the 
publication date, because they are 
perfectly aware of the weakness of 
their cases, or even more often because 
they are professional program solici- 
tors of the racketeer type, and they 
dare not stay in one town long enough 
to wait for the coming meeting. 

A variant on the same general 
principle is found in cities where the 
banks are engaged in a co-operative 
advertising campaign. Under such 
conditions, it is usually possible to 
incorporate in the agreement a provi- 
sion that all solicitations must be 


made to the advertising agency which 
handles the co-operative account. This 
is how it is handled, for example, by 
the savings banks of Albany, New 
York. The agency makes its recom- 
mendations at the next meeting of the 
co-operative advertising committee — 
with the same good result. 

This Albany setup brings in an 
angle which is worth considering. The 
savings attained through the dis- 
couragement of program and other 
irregular-medium advertising may, of 
course, be merely added to the bank’s 
P&L account. In a good many com- 
munities, these amounts have been 
pooled, in full or in part, for a local 
co-operative advertising campaign by 
all of the banks. In practically every 
community the banks recognize the 
desirability of some sort of local 
co-operative advertising campaign by 
all the banks. Just how to get the 
appropriation through the board of 
directors is the problem which usually 
prevents such campaigns. Few boards 
will object to permitting the advertis- 
ing department, or officer in charge of 
advertising, to invest in a co-operative 
campaign the money saved from 
wasted program advertising. 

Other advantages than the saving 
of money appear. Once the word gets 
around that the local banks are no 
longer natural subscribers to program 
advertising, solicitations fall away to 
a fraction of the former number. It is 
common experience that once the 
problem has been thus firmly grasped, 
it actually ceases to be a problem. 
The friction formerly arising from the 
inevitable turndowns is completely 
done away with. The nerve strain of 
trying to decide which refusal might 
cost some good business is eliminated. 
The amount of time devoted to hearing 
such solicitations and explaining why 
they cannot be accepted is minimized; 
one officer in charge of his institution’s 
advertising, in a good-sized city, esti- 
mates that after two years of such an 
agreement, he gets only 10 per cent 
as many solicitations as formerly fell 
to his lot. 

Of course it is perfectly easy to read 
an article like this, say ““Yes, it would 
be nice if we had such a setup to 
protect us,’—and then do nothing 
about it. But it does not require any 
tremendous energy or ingenuity to 
form such an organization in most 
towns, and even less is required to 
keep it operating once it has been set 
up. My personal guess, after seeing 
it done in many places, is that it should 
require about six hours of one man’s 
time in almost any town of less than 
1,000,000 population. And, alas, few 


bank advertising men receive such 
large salaries that they cannot afford 
to spend six hours to save their banks 
as much as can be salvaged out of the 
waste of program advertising. 
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The resumption of home building is shown in the small section of this chart prepared 
especially for The Burroughs Clearing House 


Home-Buttpinc /s Up 


— And amortized mortgages in actual demand 


by 
GEORGE H. PATTERSON 


Secretary-treasurer, Mortgage Bankers 
Association of America 


T would be pleasant if we were able construction will not begin until the 
to assure everyone that the real homes already built are worth some- 
estate troubles of the past few where close to the cost of building 

years are absolutely cleared away. comparable new homes. 

They are not cleared away. But they To put it in specific terms, let us 
are clearing away so rapidly that most assume that you need a larger home 
of us do not yet comprehend the’ than the one you now occupy. You 
progress that has been made and the have the money to get yourself such a 
rate of progress which is continuing. larger home. You know precisely the 

Obviously we shall not be entirely kind of home you would ideally like. 

out of the woods until new building To build this home would cost, let us 
construction starts up again on private say, $15,000. But right across the 
capital drawn to it by the possibility street from the lot where you would 
of profit. It is apparent that the con- build is another house, the right size 
clusion of the present cycle, as usual for you, just as good a house but not 
in real estate depressions, will come exactly what you want. This house 
when residential construction really can be bought for $12,000. However you 
gets under way. - And new residential might act in this situation, to (See page 24) 
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Private Agreement 


Is a bank bound by a private agree- 
ment between its president and a 
debtor of the bank on the debtor’s 
obligation to the bank? 

A borrower had on deposit with a 
bank money with which he intended 
to pay off his loan. The bank presi- 
dent, who was its principal officer and 
active member of the board of direc- 
tors, requested of the borrower a 
personal loan out of the borrower’s 
deposit. The borrower made _ the 
loan upon the president’s agreement 
to protect the debtor against payment 
of his obligation to the bank up to the 
amount which the borrower loaned 
the president. 

Thereafter the. borrower’s note to 
the bank was renewed from time to 
time and the principal reduced to 
$2,000, which was less than the amount 
which he had loaned the bank presi- 
dent. At suit on the note the borrower 
set up in defense his transaction and 
agreement with the bank president. 
It did not appear that the money loaned 
to the president went to the bank or 
that the bank received any part of it. 
There was no evidence that the board 
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CHARLES R. ROSENBERG, JR’s 


Report of REcENT 


Court Decisions 


When an officer’s agreement does not bind the 
bank...The time element in attachments...The 
danger of dispensing with strict legal formal- 
ities... The personal use of a bank’s note form 


of directors authorized or ratified the 
transaction or that any other officer 
had knowledge of it. The fact that 
the president was the principal officer 
and active member of the board of 
directors, did not give him authority 
to act for the bank in a matter in 
which he had a personal interest. 

The transaction between the bor- 
rower and the president, the court 
held, was a personal one, which did 
not bind the bank. (Harris vs. Leslie, 
76 Federal Reporter, Second Series, 4.) 


Forged Endorsements 


An employee of a corporation ob- 
tained a number of his employer’s 
checks, forged the endorsements of the 
payees and deposited the checks in 
his personal account for collection. 
The depository bank, guaranteed the 
endorsements and collected on the 
checks from the drawee bank. The 
money thus brought into the account 
of the forger in the depository bank, 
was checked out by him. 

Upon discovery of the fraud the 
corporation brought suit against its 
dishonest employee to recover the 
money which he had thus fraudu- 
lently obtained and got judgment 
against him. Thereafter suit was 
brought against the depository bank 
on its guarantee of the forged endorse- 
ments. 

The court refused to permit a 
recovery against the depository bank, 
holding that the employing corporation 
having elected to sue its employee, 
could not thereafter pursue a remedy 
against the depository bank. It was 
pointed out that the suit to recover 


the money from the hands of the forger 
was in effect an admission that the 
corporation’s money coming into the 
hands of the forger was properly paid 
to him. A suit against either the 
depository or drawee bank would 
necessarily proceed on the theory that 
the checks were improperly paid. In 
other words, the corporation could not 
attempt to recover its money from the 
forger and then try to hold the deposi- 
tory or drawee bank for having paid 
the money to the forger. (National 
Surety Company vs. Perth Amboy 
Trust Company, 76 Federal Reporter, 
Second Series, 87.) 


Signature of an Illiterate 


At suit on a note the holder admitted 
that the maker did not sign the note, 
but claimed that the maker had 
directed his daughter to sign it for 
him and that the maker had handed 
the note to the payee after it had been 
so signed. It appeared that the maker 
was unable to read or write. 

Judgment having been obtained on 
the note, the court directed that the 
judgment be opened and the question 
of signature determined by a jury. 
The court pointed out that under the 
circumstances the burden was on the 
holder of the note to show that the 
maker’s name had been signed to it 
by the latter’s authority and direction. 
(Race vs. Novis, 178 Atlantic Re- 
porter, 164.) 


A Bank’s Note Form 


The maker of a note obtained a 
blank form of note in which the name 
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Keystone 
Photo 


of a bank was printed as payee. He 
drew a line through the printed name 
of the bank and inserted in hand- 
writing the name of an individual 
payee, to whom he delivered the note 
after signing it and filling in the date 
and amount. 

After the death of the maker, the 
payee, who still had the note in her 
possession, presented it for payment 
in the administration of the maker’s 
estate. 

The administrator of the estate 
contended that the lining out of the 
name of the bank was a material 
alteration of the instrument such that 
the payee should be required to show 
that it was made before the signing. 

As the signature of the maker was 
not contested and the bank whose 
name was stricken out did not claim 
to be the payee of the note, the court 
held that the change of name was not 
an alteration, but merely the adapta- 
tion of the printed note to the purpose 
for which it was to be used by substi- 
tuting for the name of the bank the 
name of the person to whom the note 
was delivered and who was intended 
to be the payee. (In re Tranor’s 
Estate, 177 Atlantic Reporter, 820.) 


Legal Formalities 


The danger of dispensing with strict 
formalities in the execution of mort- 
gages and other documents, is sharply 
illustrated in a recent Florida case. 

One of the items involved was a 
mortgage given to secure the payment 
of certain notes. The obligors alleged 
that the mortgage was not executed in 
the presence of subscribing witnesses, 
that neither of the mortgagors appeared 





before a Notary Public for the pur- 
pose of taking an acknowledgment, 
and that the certificate of the Notary 
Public in that regard as set forth on 
the mortgage document, was false and 
untrue. These facts, the court said, 
constituted a good defense to a fore- 
closure suit. (Everglade Cypress Com- 
pany vs. Tyner, 160 Southern Re- 
porter, 513.) 


Funds by Indirection 


The president and director of a 
Wisconsin bank had overdrawn his 
own account in the sum of approxi- 
mately $2,800. Without authority of 
the board of directors, without col- 
lateral and without any endorser, he 
took his wife’s note to the bank in the 
sum of $3,200 and the proceeds of this 
note were credited to his personal 
account. 

When this transaction became known 
he was prosecuted under the Wisconsin 
statute that prohibits a bank officer 
from borrowing more than $1,000 
from his own bank without authoriza- 
tion by the board of directors. The 
trial court held that the transaction 
with his wife’s note was in fact procur- 
ing funds of the bank in the prohibited 
amount by the president through an 
indirect process. 

On appeal, the appellate court con- 
firmed this finding. (State vs. Brad- 
ford, 260 Northwestern Reporter, 248.) 


Assets of Insolvent Debtor 


Is it safe to attach the assets of an 
insolvent debtor? Ordinarily, it is. 
But in a recent case of the sort, where 
the debtor became a bankrupt within 
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The latest court 
decisions of par- 
ticular interest 
to banks are 
selected each 
month by Mr. 
Rosenberg for 
review in this 
department 


less than four months after the attach- 
ment, the court held the attachment 
to be void as against the Trustee in 
Bankruptcy. It appeared that when 
the attachment was made the debtor’s 
insolvent condition was known to the 
attaching creditor. This was held to 
be an attempt on the part of the 
attaching creditor to secure a prefer- 
ence and, bankruptcy having followed 
within less than four months, the 
attaching creditor was not permitted to 
get the assets seized under the attach- 
ment. (Holmgren vs. Keene Oil Com- 
pany, 10 Federal Supplement, 211.) 


Attachment After 
Withdrawal 


At twelve o’clock noon a depositor 
withdrew her account of $8,000, the 
amount being paid to her by the 
bank’s check on another bank. This 
check was paid two days later through 
the local clearing house. 

Two hours after the depositor had 
received the check from the bank, a 
judgment creditor served an attach- 
ment writ on the depository bank as 
garnishee. On these facts the trial 
judge directed a judgment in favor of 
the attaching creditor against the 
depository bank. This was apparently 
on the theory that the handing of the 
bank’s check to the depositor two 
hours previously did not operate as a 
withdrawal of the account since the 
bank’s check had not been paid at the 
time the attachment writ was served. 

On appeal the higher court reversed 
this action, holding that the turning over 
of the bank’s check, which was good and 
subsequently paid, amounted toa with- 
drawal of the account. The (See page 26) 
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The Washington Outlook 


(From page 11) Weekly bills and sale of about $90,000,000 in 
baby bonds represented the extent of new financing done 
by the Treasury between December 15 and June 15. 


New Federal Reserve Building 





Actual construction of a building to house the Federal 
Reserve Board may be started within a few months, 
culminating a plan under consideration for several years. 
The board has selected Paul H. Cret of Philadelphia as 
architect and has approved preliminary designs. It is 
hoped to have the building ready for occupancy within 
eighteen months or two years. 

The building will be of monumental design and will 
stand on a site already owned by the board on Constitution 
Avenue, not far from the Lincoln Memorial. It will be a 
four-story structure of white marble with a partial fifth 
story which will house a cafeteria for employees. The 
design is described as ‘“‘modern but not modernistic, in the 
classic feeling.” Except for four large pilasters at the 
central entrance, the building will be free from much 
ornamentation and will harmonize with the buildings of 
the Public Health Service and the National Academy of 
Sciences which flank the site. It will contain about 3,000,- 
000 cubic feet of space and will have a parking garage in 
the basement. 

The total cost has not yet been computed, but estimates 
range upward to $5,000,000. The board has been accumu- 
lating a building fund for several years. 


Farm Credit Administration 





The various agencies grouped under the Farm Credit 
Administration anticipated settling down to a routine of 
normal business following approval on June 3 of amend- 
ments to the farm credit law making a number of changes 
in requirements for different types of farm loans. Pressure 
for liquidation in agriculture was believed to be past and 
creditors are more confident about the value of farm invest- 
ments. With approval of the new act the interest rate on 
all Federal land bank loans through national farm loan 
associations was reduced to 3% per cent for all interest 
payable in the one-year period commencing July 1, 1935, 
and to 4 per cent for interest payable in the two-year 
period commencing July 1, 1936. On loans made directly 
by the land banks the interest rates were reduced to 4 and 
4\% per cent, respectively, for these periods. 

The new act extends until January 1, 1940, the time 
in which the Land Bank Commissioner may make direct 
loans to farmers on first or second farm mortgages, and 
broadens the purpose for which such loans may be made. 
The act also provides important additional credit services 
for farmer co-operatives. One of the benefits anticipated 


from the new act is the purchase of farms by tenants or 
young farmers who heretofore have found it difficult in 
some sections to finance purchases. 


Legal Standing of the SEC 


Little doubt exists in Washington of the power of 
Congress to regulate transactions in securities in spite of 
the Supreme Court decision holding the NRA unconstitu- 
tional. The court held that Congress cannot regulate 
local business transactions which affect interstate commerce 
only indirectly. Immediately after the decision the 
Securities and Exchange Commission issued an opinion 
stating that a stock exchange should be regarded as a means 
or instrument of communication or transportation in 
interstate commerce because of the intimate and unbroken 
relationship of its transactions to the interstate flow of 
securities through the exchange. The SEC also pointed 
out that its authority partly rests on use of the mails in 
selling securities, and that it operates under specific instruc- 
tions from Congress in making its rules and regulations, in 
contrast to the deficiencies of the NRA with which the 
court found fault. At the same time the SEC held that its 
jurisdiction may not be evaded by a corporation issuing 
securities by direct sale of the entire issue to a local broker 
where it is apparent that the securities will eventually have 
interstate distribution or will be handled on a stock exchange 
which is an instrument of interstate commerce. 

Some legal authorities maintain that by the same 
reasoning all banking operations may be construed to be 
instrumentalities of interstate commerce and so subject to 
regulation by Congress in addition to the other powers of 
the Federal Government over money and banking. 





Export-Import Bank 





The Export-Import Bank of Washington will continue 
its present policy of co-operating with commercial banks 
and of supplementing their activities rather than competing 
with them. Assurance of this is contained in a revised 
policy statement issued by the Board of Trustees, all of 
whom are government officials. Short-term credit will be 
given only when unusual circumstances indicate that 
commercial banks cannot handle the business in part or 
at all and in granting intermediate credit the bank will 
endeavor to supplement existing credit facilities. Long- 
term credit may be extended generally up to five years, 
and interest and other charges will be determined by 
consideration of private banking practices and the circum- 
stances in the particular case. 

The Export-Import Bank originally was created under 
the national industrial recovery act and would have gone 
out of existence June 16, 1935, but Congress recently 
passed a law extending its life until June 16, 1937. 


Retirement Pensions 


(From page 8) ‘The new job offer could 
not be deferred for six months. He 


ings with our bank. Even then, the 


his new job, with definite promises of 


came to me for advice as to what 
he should do about it. 

When we figured it out, it became 
apparent that unless the salary in the 
new job should be almost exactly 
double what he was getting with us, 
he would lose money by changing. 
We arrived at this by computing his 
earnings to a retirement age, and 
figuring this against his assured earn- 


only justification for a move would 
be that the new job might offer 
greater future opportunities than re- 
maining with us. So, with our 
blessing, he went to see the other 
institution and explained the situation 
to its president. The upshot was that 
he left us, forfeiting all rights in our 
pension fund except as to his own 
personal contributions over the years; 
but he received a doubled salary on 


increases under certain specified condi- 
tions. It was surprising even to those 
of us closest to the plan when we 
mathematically demonstrated that our 
old associate’s interest in our retire- 
ment plan was, just before his twenty- 
five years were completed, possessed 
of a commuted potential value equal 
to the salary we were paying him. If, 
of course, the offer had come to him 
six months later, when he might have 
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elected to retire on 40 per cent of 
normal pension, the picture would 
have been considerably altered. 

Among our older employees, there 
is a more than passive recognition of 
the value of the retirement plan to the 
individual. They feel that the bank, 
by providing this plan, is indeed a 
considerate employer. And their reali- 
zation of the benefits to themselves of 
working under such a plan is periodi- 
cally strengthened as their old associ- 
ates, now retired, come back visiting 
and tell what the pension means to 
them. I suppose that at least a dozen 
men have come back to call on us 
after retiring and have told stories 
about like this: 

‘You can’t realize how much this 
pension means. Why, you won’t 
believe it, but there are seven people 
dependent on it. My wife and my- 
self. My married daughter, who has 
had ill health for several years, and 
her two small children. Finally, my 
older sister and her husband. It’s not 
a big check, but man alive, what a 
powerful lot it accomplishes!” 


A NUMBER of bankers, previously 

much interested in our retirement 
plan, have recently expressed the 
opinion that they had better not do 
anything about any such plan for 
their institutions until the federal 
social security bill is disposed of by 
Congress. Others have expressed the 
belief that this bill, if passed, would 
cancel out any such plans as our 
own, and put all employers on an even 
footing as respects pensions. 

Our own belief, based both on our| 
reading of the bill and on consultation 
with the experts of the life insurance 
company handling our plan, is that 
as far as it affects the banks and other 
employers who already have adequate 
pension plans under insurance com- 
pany auspices, the social security bill 
when and if enacted will have only 
minor effects upon these pension plans. 
Likewise, that most pension plans not 
carried in insurance companies, can 
probably be adjusted to the new law 
with little or no difficulty. But in the 
case of retirement plans in the insur- 
ance company where ours is carried — 
and, to the best of that company’s 
knowledge, in all other insurance 
companies’ retirement contracts —the 
adjustment will be practically auto- 
matic in the event of federal, state, or 
local compulsory pension plans. 

All such contracts, by our under- 
standing, carry clauses which provide 
for automatic adjustment —or adjust- 
ment upon request—in the event of 
legally compulsory pension plans. And 
the adjustment will, as we understand 
it, be minor. The social security bill, 
which is before Congress as this is 
written, provides retirement incomes 
far smaller than are considered ade- 
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quate by any bank or other financial 
institution carrying such a plan under 
insurance company auspices. If it 
becomes mandatory upon all employers 
that they carry a retirement fund with 
the government up to the specified 
limits of the social security bill, this 
amount will still fall far short of the 
pensions which we provide for our 
employees. 


FoR the sake of understanding, let 

us get it into figures —hypothetical, 
but close enough to carry the idea. 
Let us assume that our minimum 
pension is around $70 a month, our 
maximum around $500 a month. Let 


us further assume that the govern- 
ment plan, when and if enacted, com- 
pels us to cover all employees and 
officers, even including the upper 
limits. At a guess, the government 
monthly pension under the social 
security bill will be in the neighbor- 
hood of $30 a month. Effective with 
that act, we should begin carrying the 
first $30 (or whatever the requirement 
turns out to be) in the government 
fund. The balance—of $40 for the 
minimum pensioner, of $470 for the 
maximum —will remain in the insur- 
ance company. There may turn out 
to be some slight variations in the 
rate of accumulation required, but 





24 


these can presumably be easily ab- 
sorbed by the employees and by the 
bank. It will, then, simply mean that 
essentially we transfer the first $30 
of monthly pension into the govern- 
ment fund, continue to carry the 
remainder in the insurance company, 
and that after retirement each pen- 
sioner will receive two checks a month 
—one from the insurance company 
and one from the government fund — 
instead of a single check as at present. 


The Expansion of Commercial 


(From page 15) total a very tidy sum. 
In fact some concerns sell on so narrow 
a margin of profit that the major part 
of their net profits are attributable 
to the cash discounts they take. 

Part of the cash may be utilized in 
financing increased production. Many 
a concern with a large potential mar- 
ket, or which finds its market condi- 
ditions improving, as is often the case 
today, has had to operate at much 
less than capacity because for lack of 
cash it could not finance the increased 
payroll and raw material purchases 
that would be necessary in order to 
produce the volume of goods it could 
readily sell. 

A typical instance is that of a con- 
cern which manufactures a_ house- 
hold device sold to department stores 
and jobbers on terms of thirty or sixty 
days dating. The heaviest purchasing 
of the product by the ultimate con- 
sumer is chiefly in the fall, especially 
in the few weeks just before Christmas. 
Until last year, when this concern 
began to factor its accounts receivable, 
it had to be content with producing 


(From page 19) a very substantial share of 
all people on this scale of living, $3,000 
means enough so that they would buy 
the old house and let the new one go. 

Fortunately for progress in tne 
right direction, there are getting to be 
lewer and fewer $15,000 houses avail- 
able at $12,000. And the reasons are 
easy to see. The first requirement in 
a healthy real estate market is some- 
thing close to capacity occupancy. 
During the depths of the depression, 
there were plenty of vacant houses 
and apartments in every community. 
‘Today there are no longer many 
vacancies in desirable districts. 

At the opening of the spring renting 
season, a friend of mine went to a small 
Chicago suburb in search of a house 
to rent. My friend jumped to the 
conclusion that he could get a nice 
place for a very modest rental. He 
was quickly disillusioned. The real 
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Our experience with retirement in- 
come plans is entirely favorable. Cer- 
tainly from the humanitarian aspect, 
they are advantageous because no 
decent employer wishes to discard 
old employees like old machines. 
From the employees’ standpoint, they 
are desirable because they assure 
adequate incomes upon retirement. 
From the selfish, dollars-and-cents 
standpoint of the employer, they are 
desirable because they prevent the 


during the last four months of the 
year a third less than it could sell. 
That was because so much was tied 
up in accounts receivable that it 
could not build up the inventories 
needed to handle its highly seasonal 
peak shipments. 

By selling its accounts receivable 
to a factor it was able to do 50 per 
cent more business during those 
months with a net addition to profits 
of $20,000. 

6. The factor, in his endeavor to 
build a client’s business, renders several 
valuable services not specified in the 
contract. 


OME factors, our own company 

for instance, frequently assist their 
clients in planning and then operating 
their businesses under a_ budgetary 
control. Budgeting a business, it is 
generally agreed, while it will not in 
itself make profits, is a safeguard 
against extravagant or unwarranted 
expenditures and thus tends to insure 
profits. 


Another 


valuable service results 


Home-Building Is Up 


estate man explained that he was 
down in the mouth because there was 
not a single p.ace to rent in town, and 
likewise there was almost nothing for 
sale; hence the real estate agent was 
having trouble earning a living! Yet 
in that same town two years ago it 
was possible to take your pick and 
almost set your own rental. 

This tale is not something excep- 
tional. In most cities and towns 
tnroughout the United States, occu- 
pancy today is well above normal. 
The doubling up which characterized 
the black days of 1932 has just about 
ceased. But it is about to start up 
again, unless we get some building. 
The reason this time, however, will 
be that there are simply not enough 
residences to go around. 

The Mortgage Bankers Association 
of America recently surveyed the real 
estate situation through the experi- 


even higher cost which comes from 
the alternatives of either paying a 
retirement income out of current 
earnings, or else keeping on the payroll 
an employee after he has passed his 
period of usefulness. And as between 
a privately carried fund, and one under 
the spreading umbrella of a great 
insurance company, I believe I have 
already said enough on this subject 
to make clear the great advantages we 
find in the insurance company. 


Factoring 


from the contacts which a factor has 
with thousands of different companies 
—some in the same industry as the 
client, some in other industries whose 
problems are nevertheless comparable, 
and most important of all, with 
thousands of retailers, jobbers and 
mail order houses who are potential 
customers of the factor’s clients. The 
factor is therefore able to give profit- 
making advice on purchasing, on 
marketing and merchandising and, 
above all, to secure for his client 
valuable contacts with prospective 
purchasers of the client’s product. 
Many manufacturers can thank 
their factors, not only for providing 
liquid working capital, but for increas- 
ing their business on a profitable basis. 
As a result of such betterments as 
these I have described many a bank 
has found that over a comparatively 
short time its loans to an old customer 
have increased, on a sound basis, due 
to the growth in the manufacturer's 
business and the improved financial 
condition brought about primarily by 
factoring its accounts receivable. 


ences of its members. We asked our 
members throughout the country to 
tell us the percentage of occupancy in 
their communities, and to give us the 
facts about the volume of real estate 
being sold, and at what prices in pro- 
portion to 1929 prices and in propor- 
tion to the mortgages. The results 
were surprising even to those of us who 
knew that the situation was rapidly 
improving. 

That community is exceptional 
which reports less than 90 per cent 
occupancy, and the communities be- 
tween 90 per cent and 95 per cent are 
about equal to the number reporting 
occupancies of 95 per cent to 100 per 
cent. Several large cities report 100 
per cent occupancy. Others report 


100 per cent occupancy in desirable 

neighborhoods, occupancy about 90 

per cent in all other districts. 
Obviously the first step in clearing 
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up the real estate situation is to get 
the dwellings occupied either by owners 
or by paying tenants. This has 
apparently been pretty well accom- 
plished, our survey shows. The next 
step is to get prices of property, and 
rentals, back to a level which is reason- 
able to the owner. This likewise is 
well under way. Practically every 
city —there were a very few exceptions 
—reported that a good many sales 
were taking place, and that most of 
these were taking place at prices 
sufficient to cover the mortgage with a 
fair margin above. Moreover, practi- 
cally all reported that prices are 
getting definitely higher, rentals like- 
wise. Which means, of course, that 
the so-called distress parcels of real 
estate have been just about removed 
as a factor in the real estate market. 

Certainly there is ample mortgage 
money available for residential build- 
ing. Our members report a tremen- 
dous demand for mortgages —which 
certainly is contrary to the common 
opinion that nobody can build because 
nobody will buy mortgages. Private 
investors, insurance companies, banks 
and trust companies —from all of these 
classes there comes a steady demand 
for mortgages right now. The mort- 
gage desired by these investors is, 
however, a greatly different type of 
security from that of a few years back. 
For one thing, amortization mortgages 
are now in demand, especially by 
institutional investors, since these have 
proved themselves most secure during 
the bad years. On _ single-maturity 
mortgages, investors desire 50 per cent 
and no more on a fair current appraisal; 
amortization mortgages are being taken 
up rapidly at 60 per cent of appraised 
value, since the monthly or quarterly 
payment feature gives them a greater 
margin of safety after the first little 
while. Private small investors do not, 
of course, like monthly repayment 
mortgages because they are likely to 
use up the proceeds as received and 
thus dissipate their capital. 


WITH ample mortgage money avail- 
able in the markets, with more and 
more people regaining an income level 
which warrants purchasing homes, and 
with residential occupancy rapidly 
approaching 100 per cent of capacity, 
the time is almost here when we shall 
begin to see residential building re- 
sume. I should not like to set a defi- 
nite date when this will occur, since 
far more distinguished prophets of 
recovery have been batting close to 
000 in their prognostications. But 
it seems obvious that we must almost 
have reached the time for revival of 
home-building. We have not yet 
developed a scale of living whereon 
our people are willing to live in the 
fields, nor even to double up two 
families in a single dwelling. With a 
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slight increase above our present 
population, or with noticeable increase 
in employment, we shall have a de- 
mand for dwelling quarters in excess 
of the existing supply. How violent 
an effect this may have, how sharp the 
upturn, depends on the rate of increase 
of demand and likewise on building 
costs during the next year or two. 
If, unbelievably, the building trades 
unions were to reach the conclusion 
that a carpenter or bricklayer em- 
ployed at sixty cents an hour is better 
off than unemployed at $1.25, then 
this would be an influence toward a 
sharp increase in building. And if, at 


about the same time, there should 
come a relaxation of artificial limita- 
tions sustaining the prices of many 
building materials, then we should 
almost surely have a building boom. 

In my opinion, if this happy com- 
bination of circumstances were to 
arrive on next Monday morning, by 
Saturday there would be ten thousand 
new residences under construction 
with private funds. And this would 
be only the beginning. Once we have 
large-scale resumption of home build- 
ing, financed privately along conserva- 
tive lines, we shall of course be com- 
pletely out of this depression. Try as 
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I may, I find it difficult to discover any 
way in which this revitalization of 
residential construction can be post- 
poned more than another year or so. 

How does all of this affect the 
banker? Well, in the first place the 
banker who does not recognize the 
desirability of well-made 1935 mort- 
gages in his current investment pro- 
gram is overlooking their yield —mind 
you, I’m not trying to drum up a 
market for mortgages right now, since 
there is already far more demand than 
there is supply. A bank cannot con- 
ceivably under present circumstances 
obtain enough good mortgages to fill a 
reasonable quota in its investment 
program —but by looking sharp, it may 
get enough to make a _ worthwhile 
increase in its investment earnings. 

Of second significance is this, that 
any banker who has more good mort- 
gages—with several underlinings be- 
neath ‘“‘good’’—than he wants can 
sell them in a hurry. Probably the 
bank across the street will take them 
off his hands, but certainly any mort- 
gage banker can dispose of them with- 
out delay. And if he permits his cus- 
tomers to buy them, this offers another 
quick outlet. 

Finally, the banker had better be 
thinking about just what he is going 
to do when real estate loan applications 


begin to come in. It looks right now 
as if the mortgage business, when it 
does liven up, will come with a rush. 
And the man who at that time knows 
precisely what he is going to do with 
them will be in the best position to 
make a profit from the transaction. 

We have all read acres of text and 
listened to millions of spoken words 
about the sad distress of real estate 
and real estate loans. We have en- 
dured similarly in respect to rehabili- 
tation of repossessed properties, to 
arguments on many easy-term sales 
versus few solidly-financed sales, and 
all of the other timely topics of our 
field. 

Now it gives me great pleasure to 
report that those topics are out of 
date. Distressed real estate has just 
about disappeared from the American 
scene. Repossessing seems likely to 
vanish out of the life of the private- 
capital mortgage man, whichever 
way it may go with government- 
financed mortgages. Sales have reached 
the point where they may be solidly 
made, and at profitable prices. And 
the next forward step, which cannot 
be far distant right now, is the resump- 
tion of residential building on private 
funds advanced to the builder in the 
good old-fashioned hope of earning 
an honest profit. 


Recent Court Decisions 


(From page 21) court pointed out that 
the negotiation of the check to a holder 
in due course could not be affected by 
the service of the attachment writ on 
the bank as drawer of the check and 
that actually there was nothing in the 
hands of the garnishee bank subject 
to attachment at the time the writ 
was served. (Melnick Building and 
Loan Association vs. First Penny Sav- 
ing Bank, 178 Atlantic Reporter, 144.) 


Responsibility in Collections 


A bank forwarded certain notes to a 
correspondent bank for collection. 
The correspondent bank, instead of 
collecting, took the debtor’s renewal 
notes falling due ninety days after the 
maturity of the original notes. 

The forwarding bank rejected the 


| renewal notes and demanded credit 


on the books of the correspondent 


| bank. This was refused, and the for- 


warding bank brought suit against the 
collecting bank. 
It was shown that over a long period 


| the collecting bank had taken renewal 
| notes for the forwarding bank from 


various debtors, including the one 
whose notes were the subject of the 
suit. The correspondent bank claimed 
that by reason of this long usage and 
custom, it had the right to take the 


debtor’s renewal notes in this instance. 

The court, however, recognized no 
exception to the rule of law that a 
collecting bank receiving notes from a 
forwarding bank with direction to 
collect is liable to the forwarding bank 
for any loss sustained where the 
collecting bank accepts renewals of the 
notes. The mere fact that in this 
instance the forwarding bank had 
accepted, previously, repeated renew- 
als of notes sent to the collecting 
bank with direction to collect and 
credit, did not give the collecting 
bank a right either to collect or renew. 
Even in the instances where the for- 
warding bank had accepted renewals, 
it was not obliged to do so, but could 
at any time have rejected such re- 
newals negotiated by the collecting 
bank. A collecting bank has no 
authority to renew the debtor’s obliga- 
tion nor to give him an extension, 
unless expressly authorized. (Bank 
of Forest vs. Capital National Bank, 
160 Southern Reporter, 578.) 


Moratorium 


To what extent may courts mold 
their decisions 
emergency? 

In a proceeding to foreclose a mort- 
gage in Florida, an answer was filed 


to meet economic 
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setting up the economic difficulties of 
the mortgagors and asking the court to 
stay the proceedings during the eco- 
nomic depression, in view of the im- 
pairment of market values of real 
estate. At the time the case was 
decided there was no mortgage mora- 
torium statute in Florida. 

The issue raised, therefore, was the 
power of the court to defer a mortgage 
foreclosure in view of the economic 
emergency. Deciding this question, 
the court said: 

“There is no statute in this state 
which authorizes the court to fix 
conditions upon which a moratorium 
of a mortgage may be granted, and 
therefore the courts are without au- 
thority to extend the period of redemp- 
tion in mortgage foreclosure proceed- 
ings and to stay such proceedings 
during periods of economic depression.” 
(Morris vs. Waite, 160 Southern 
Reporter, 516.) 


Setoff Complication 


A bank set off against a depositor’s 
account the amount in which he was 
indebted to the bank. As a result, 
certain checks which the depositor had 
drawn against the account were dis- 
honored when presented by the holders. 
The bank was subsequently sued by 
the holders of the checks. 

As a check of itself does not operate 
as an assignment of the depositor’s 
funds and as the bank had a right to 
set off the depositor’s debt which was 
overdue, there was on the face of the 
transaction no basis for recovery on 
the dishonored checks. However, it 
appeared that the account carried in 
the depositor’s name was actually an 
account in which certain other parties 
had an interest and the bank had 
knowledge of that fact. The bank 
also knew that the holders of the 
checks dealt with the depositor in 
reliance upon this particular account. 

The court took the view that the 
bank could not set off the depositor’s 
personal debt against the account 
which the bank knew was essentially 
a trust account, even though carried in 
the depositor’s name. Also, it ruled 
that the bank was liable on the checks 
since it was undisputed that the 
payees dealt with the depositor on the 
faith of the funds deposited in this 
special account and the bank knew 
that the payees were dealing on such 
basis. (Houck vs. Bank of Newport, 
43 Pacific Reporter, Second Series, 179.) 


Trustee 


No profits or advantages for a 
trustee out of trust property, a Federal 
Circuit Court of Appeals reminds 
litigants in this concise but unmistak- 
able language: 

“It is well settled that a trustee is 
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not permitted to manage the affairs 
of the trust or to deal with the trust 
property, so as to gain any advantage 
directly or indirectly for himself, and 
that, except for his lawful compensa- 
tion, he must account to the bene- 
ficiaries of the trust for any personal 
profits acquired through dealing with 
the trust property or the management 
of the trust estate. (Sanders vs. Hall, 
74 Federal Reporter, Second Series, 
399.) 


Another Setoff 


A bank held the notes of a borrower 
whose insolvency presently became 
apparent. Although the notes were 
not yet due, the bank set off against 
the notes the amount of the borrower’s 
deposit. 

Later the borrower went into bank- 


| ruptcy and the trustee in bankruptcy 





| took the position that the bank had 


no right to make this setoff. On this 
question the court said: 

“While the authorities do not appear 
to be entirely in accord as to the right 
of setoff in all cases against notes not 
due, there are authorities which sus- 
tain such right of setoff by a bank 
under Sections 63 and 68 of the 


Bankruptcy Act, especially where the 
insolvency of the debtor is apparent 
and bankruptcy later follows.” 

The court also pointed out that 
under the circumstances of the case 
the trustee in bankruptcy would have 
been obliged to allow the setoff after 
the adjudication in bankruptcy. (Dog- 
gett vs. Chelsea Trust Company, 73 
Federal Reporter, Second Series, 614.) 


Foreign Trust Work 


A trust company in Virginia was 
trustee under certain deeds of trust of 
land situate in North Carolina. The 
trust company had no agent in North 
Carolina who could be served with 
legal process. In an action brought 
in North Carolina against the trust 
company, service was made on the 
Secretary of State of North Carolina 
under a statute. 

This service was held to be valid, 
the North Carolina court ruling that 
the trust activities of the trust com- 
pany from Virginia in the State of 
North Carolina were sufficient to 
constitute doing business as a foreign 
corporation within the State of North 
Carolina. 


Building Up the Borrower's Business 


(Frompages) the company must necessar- 
ily be liquidated down to acertain point. 
Nobody, so far as we knew, had any 
ideas except to wind up the business. 
One afternoon there appeared at 
my desk two men of young middle age. 
They introduced themselves as em- 
ployees of the moribund company; one 
was a bookkeeper, the other an assist- 
ant sales manager. They did not have 
a dime. They wanted backing in tak- 
ing over certain parts of the business 
which they thought were worth saving. 
They impressed me as having ability 
and integrity and they looked as if they 
would work day and night to put that 
business across if we backed them. 
Well, to tell it briefly we got our 
bondholder-customers to consent to a 
plan which, by working together, they 
could do. The bookkeeper and assist- 
ant sales manager were given the old 
business for no cash, with the old 
name thrown in for good measure. 
The consideration was that they would 
collect the accounts due the old com- 
pany and distribute these pro-rata to 
the bondholders; likewise, for the first 
year they would pay 2 per cent of 
their total sales to the bondholders, and 
for the next four years 4 per cent per 
annum of their sales; also, they agreed 
to liquidate the parts stock as they 
could, for the account of bondholders. 
Their first year showed small sales — 
$100,000 —with a net profit (above 
their old salaries) of $3,000. The 
second year they sold $200,000, netted 
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$10,000. They sold only customers of 
assured credit standing, took trade 
acceptances, which we discounted for 
them. This is as far as the company 
has unrolled the scroll of history. So 
far, you will observe, they have paid 
$10,000 of their sales into the old 
company for the account of the bond- 
holders. Likewise they have sold a 
good many parts, at no expense to the 
old company. They have collected a 
good many thousands of dollars, still 
at no expense to the old company. 
Their sales this year show signs of 
reaching $300,000, and I should not 
be surprised to see them pass $500,000 
a year volume by the last year of the 
percentage agreement. 

What does it all mean to us? First, 
we have saved a business which other- 
wise would have gone out of existence 
in our community, and have thus 
provided employment for a good many 
workmen. Second, we have obtained 
for our bondholder-customers about 
ten times as good a settlement as they 
could conceivably have obtained in 
more conventional manner — which ties 
them to our institution just so much 
more firmly. Third, we have obtained 
a small but growing volume of trade 
acceptance business in these days of 
scarce loans, and have welded to us 
with bonds of steel two of the most 
grateful (and still surprised) young 
business men in our trade territory. 

In our division of our bank we have 
enough such stories, out of the past 
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three years alone, to fill a year’s issue 
of this magazine. They come so fast 
that we cannot remember half of them. 
Our bank is growing so rapidly that it 
attracts comment from bankers all 
over the United States and Canada, 
and my division is at least holding its 
own. From which you may discern 
why I feel that the only sound way to 
build a bank is by building up the 
bank’s customers. 


Turning Away Bank 
Bandits 


(From page 13) Of the rotary box is pre- 
sented to the customer, there is still no 
space through which a bullet could be 
fired. The customer puts in his check 
or takes out his cash, the man behind 
the window turns the opening back to 
his side, and there is still no aperture 
presented. It is impossible to have it 
open on both sides at once. 

Inside the vault we have microphone 
protection. This is a microphone so 
sensitive that if anyone pounds on the 
vault, the sound sets off alarms at 
various points. In fact, a couple of 
nights we have converged on the 
bank all ready to fight it out with 
safe-crackers, only to find that the 
alarm had been sounded by some 
entirely innocent cause, probably a 
beer truck on its way through town. 
This device, incidentally, is a valu- 
able precaution against anyone being 
locked in the vault, either by accident 
or by crooks, since he could call help 
in the time required to kick or pound 
a bit, even if he were trussed up. 

Likewise we have special locks on 
the vault doors, of the type which 
automatically close when the combina- 
tion is knocked off. One night attack 
on the bank was successfully thwarted 
by this device, which next morning 
was found locked only by these bolts. 
(This, of course, was back before our 
really modern protective installation.) 

For fighting back against holdup 
men, we have several revolvers in 
clips handy to the gunports, and we 
keep high-powered rifles where they 
might do the most good. Likewise, 
any of us can set off the gas guns in 
the lobby and do a pretty competent 
job of disabling the attackers, by all 
that we have learned. They are 
enough to give us a very high gas 
concentration in a split second. 

The installation cost our institu- 
tion about $3,000, which is at first 
view a lot of money to be laid out by a 
bank with only $50,000 capital and 
half a million of deposits. However, 
it is not nearly so bad as it sounds 
offhand. In fact, it is not bad at all. 
The money invested in protection is 
the most profitable of the bank’s 
various assets. If we could obtain an 
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equivalent yield on the rest of our 
funds, we could make so much money 
that all of our officers and directors 
could soon retire to live on their capital. 

Here is how it figures out. Our 
investment in protection is $3,000. 
Having it saves us about $50 a month 
on our insurance premiums, which is 
$600 a year or half of what our 
premiums would be without protection. 
This is 20 per cent net on the invest- 
ment, which is a yield satisfactory to 
any bank of our acquaintance in these 
low-interest times! Another way of 
looking at it is that the saving on our 
insurance just about equals our de- 
preciation on furniture and fixtures, 
which is a pretty substantial saving. 


Most banks would be delighted to 
have furniture and fixtures of a sort 
which would never depreciate physi- 
cally; looking at it from this angle, 
our insurance savings due to the 
protective equipment sets us up with 
just such furniture and fixtures! 

As we look back now, we wonder 
what ever possessed us to continue 
in business without adequate protec- 
tion against holdup and _ burglary. 
We are actually making money by 
having the protection. We are 
making life just so much harder for 
the banker’s natural enemy, the bank 
robber. And as for the effect on our 
nerves and our dispositions —oh boy, 
ain’t it a grand and glorious feelin’! 
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RECORD DO YOU 
PREFER? 


RECORD 
Here is the neat, complete analysis 
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posting. It furnishes all informa- 
tion necessary to compute any type 
of service charge. Its neatness 
and accuracy impress customers. 


This form is a part of the cus- 
tomer’s statement, posted with the 
statement, detached at the end of 
the month and retained as the 
bank’s permanent record for com- 
puting service charges and analyz- 
ing accounts. Thus, only a mini- 
mum of time and effort is in- 
volved in making this record. Even 
the count of checks paid is auto- 
matic. 


Investigate! Call the local 
Burroughs office for all details. 
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CANADIAN NOTES ann COMMENT 








JUBILEE DOLLARS 


Those who were dubious about 
hard money were confounded when 
souvenir hunters and others formed 
queues at Canadian banks to get the 
new silver dollars issued by the Royal 
Canadian mint to commemorate the 
25th anniversary of the accession of 
King George to the throne. Canada’s 
jubilee dollar, the first coin of this 
denomination to be minted by the 
Dominion, was in demand. The 
initial supply of 120,000 was snapped 
up so quickly that banks were com- 
pletely “sold out” a few hours after 
receiving the coins. The mint swung 
into action on a second issue when, 
with the demand still unsatisfied and 
the banks denuded of supplies, the 
unofficial price of the cartwheels went 
to $1.25 asked in some centers. Many 
of the banks and trust companies had 
waiting lists of clients who were 
anxious to obtain the jubilee dollars. 
It is reported that the mint will con- 
tinue to issue the coins. 

The handsomely engraved $25 jubi- 
lee bill which was also issued had only 
a limited circulation, few Canadians 
considered themselves opulent enough 
to stow away a bill of this denomina- 
tion in a mere collection. It is likely 
that this note may become popular as 
a circulation medium when the public 
becomes more accustomed to it. 


LIFE INSURANCE WEEK 


Trust officers have a keen appreci- 
ation of the importance of life insur- 
ance. They are aware that the 
liquidity of such an asset is often a 
major factor in the successful manage- 
ment of estates. 

It was therefore appropriate that 
some of Canada’s progressive. trust 
companies should take advantage of 
life insurance week to pay tribute to 
the work of the life underwriter. The 
Royal Trust, in a series of advertise- 
ments which ran during the period, 
effectively tied up life insurance and 
estate management with the theme 
‘Life insurance builds up your estate” 
and “A will with a trust company 
executor conserves it,” running through 
the. copy. A second advertisement 
carried the attention-getting title “‘Put 
a Lock on Your Life Insurance.’ The 
Crown Trust of Montreal struck a new 
note when it paid tribute to the life 
underwriter. The copy stressed the 
value of life insurance and called 
attention to the specialized training 
and qualifications of the life under- 
writer in insurance matters, suggesting 
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that life insurance week was a good 
time to think of such things. 

The trust advertising appeared con- 
currently with that of life insurance 
companies. The publicity was well 
received by insurance men _ who 
appreciated the action of the trust 
companies in associating themselves 
with the campaign. 


BREATHLESS MOMENTS 


A banking critic has come forward 
with the unkindest cut of all. He says 
that the banking profession is a most 
prosaic occupation. 

But just to prove that there are some 
breathless moments in banking, a 
banker from the far west recalls a 
rather uncomfortable situation when 
during a holdup he was locked in the 
vault with two other members of the 
staff. The breathless moment occurred 
when the imprisoned party realized 
that there was no screw-driver avail- 
able to open the combination box. 
Just when the air was getting thick 
the manager discovered a well-worn 
dime which proved an effective sub- 
stitute. 

Another manager remembers several 
disconcerting minutes when on the 
occasion of a Winnipeg holdup he was 
covered by a nervous bandit whose 
trigger hand shook so much that to 
this day the banker has never figured 
out why the gun did not go off. Getting 
down to real breathless moments a 
junior offers for consideration the 
embarrassing instant when, just as the 
boys were making a quick 3:30 geta- 
way, he let in a late customer who 
turned out to be the inspector. The 
accountant has come forward with the 
heart-sinking moment when the head 
office letter which was alleged to 
contain a bonus circular was found to 
contain a stop-payment notice. 


REDUCED INTEREST RATE 


The downward trend of interest 
rates continues in Canada. The latest 
development is an announcement by 
Canadian chartered banks that interest 
rates applicable to certain classes of 
deposits in Canada will be reduced to 
1 per cent. The accounts affected in- 
clude those of firms, institutions, organ- 
izations and corporations, including 
personal holding corporations. The 
change does not apply to savings 
accounts of individuals which will con- 
tinue at the 2 per cent rate on the 





minimum monthly balance. This is 
the third downward adjustment made 
in interest rates in Canada during the 
past two years motivated by extremely 
low rates prevailing for call money 
and the limited demand for short-term 
funds. 


SOCIAL CREDITS 


Social creditors can apparently “‘take 
it.’ When two adherents of the 
Douglas doctrine appeared before the 
Alberta debt adjustment board at 
Edmonton to settle a $200 obligation, 
the debtor suggested that he be allowed 
to pay it in “social credits’ on an if 
and when issued basis presupposing 
the election of a social credit govern- 
ment in the province. The judge sub- 
mitted the proposition to the “social 
credit’’ creditor who, finding himself on 
the spot, hesitated, gulped a couple of 
times but like a hero finally accepted 
the proposition. 


BACK IN THE SIXTIES 


Some forgotten Pacific coast bank- 
ing history was recalled recently in 
Victoria, B. C., when fire broke out in 
what was formerly the residence of 
Alexander D. Macdonald, the founder 
of Macdonald & Company, private 
bankers. The Macdonald bank was 
established in 1859 and was said to be 
the first banking house to issue paper 
money in the colonies of Vancouver 
Island and British Columbia. The 
bank prospered, the gold activity in 
the mining districts contributing to 
its business. An unexpected happening 
brought about the closing of the bank 
in September, 1864. Robbers entered 
the bank and departed with $30,000. 
This substantial sum in the little 
colony precipitated a run that closed 
the bank. 


CLEARING HOUSE ROUND 


Saskatchewan counterfeiter  cele- 
brates two months’ successful opera- 
tion of the Bank of Canada by forging 
six dollars worth of the bank’s notes 
.... City of Calgary considers proposal! 
to impose $50 license fee on branches 
of chartered banks in the city conduct- 
ing brokerage business of any kind.... 
Operation of the Famers’ Creditors 
Arrangement Act for six months cost 
the Dominion Government $269,142 
according to House of Commons re- 
turns .... Canadian chartered banks 
discontinued four offices in May bring- 
ing branch total for the Dominion 
down to 3,507. 
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